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INTRODUCTION
A minimum wage law p r o h i b i t s  e m p lo y e r s  i n  i n d u s t r i e s  
c o v e r e d  by  t h e  law  f ro m  p a y i n g  w o r k e r s  a  v/age r a t e  be low 
some s p e c i f i e d  a m o u n t .  I n  t h e  U n i t e d  S t a t e s ,  a  n a t i o n a l  
minimum wage r a t e  was f i r s t  e s t a b l i s h e d  i n  1938 w i t h  t h e  
e n a c tm e n t  o f  t h e  F a i r  L abo r  S t a n d a r d s  A c t  (FLSA). I t  w as j  
and  s t i l l  i s J  t h e  m a j o r  o b j e c t i v e  o f  t h i s  A c t  t o  e l i m i n a t e  
a s  r a p i d l y  a s  p r a c t i c a b l e ;  " l a b o r  c o n d i t i o n s  d e t r i m e n t a l  t o  
t h e  m a in t e n a n c e  o f  t h e  minimum s t a n d a r d  o f  l i v i n g  n e c e s s a r y  
f o r  h e a l t h i  e f f i c i e n c y ^  and g e n e r a l  w e l l - b e i n g  o f  w o r k e r s  
• . . w i t h o u t  s u b s t a n t i a l l y  c u r t a i l i n g  employment  o r  e a r n i n g  
p o w e r . "  I n  o t h e r  w o r d s t h e  p u r p o s e  o f  FLSA i s  t o  e l i m i n a t e  
low wages w i t h o u t  e l i m i n a t i n g  j o b s . l
W orkers  i n  t h e  l a u n d r y ;  c l e a n i n g  and  d y e i n g  i n d u s t r y  
a r e  among t h e  l o w e s t  p a i d  i n  t h i s  c o u n t r y .  I n  mid 1966  a  
D e p a r tm e n t  o f  L a b o r  s u r v e y  r e v e a l e d  t h a t  t h e  a v e r a g e  wage i n  
t h i s  i n d u s t r y  was $ 1 .4 3  a n  h o u r  a l t h o u g h  o n e - e i g h t h  o f  t h e s e  
w o r k e r s  e a r n e d  l e s s  t h a n  $ 1 .0 0  a n  h o u r .  R e g i o n a l l y ;  p l a n t
^■Professor  George J .  S t i g l e r  n o t e s  t h a t ! ,  "Minimum wage 
l e g i s l a t i o n  commonly has  two s t a t e d  o b j e c t i v e s !  t h e  r e d u c t i o n  
o f  em ployer '  c o n t r o l  o f  v/age3 ; and  t h e  a b o l i t i o n  o f  p o v e r t y . "  
"The Econom ics  o f  Minimum Wage L e g i s l a t i o n ^ " AER. V o l .  36 
( J u n e ;  194-6); p .  3 6 3 .
w o r k e r s  a v e r a g e d  $1,14- a n  h o u r  i n  t h e  S o u t h ,  $1*51 i n  t h e  
N o r th  C e n t r a l ,  $ 1 . 6 l  i n  t h e  N o r t h e a s t ,  and  $ 1 . 7 3  i n  t h e  W es t .  
I n  t h e s e  r e g i o n s  em p lo yees  e a r n i n g  l e s s  t h a n  $1*00 an  h o u r  
c o n s t i t u t e d  3^*^  p e r c e n t ,  3*96  p e r c e n t ,  .2  p e r c e n t ,  and  1 . 5  
p e r c e n t  o f  t h e  i n d u s t r y  w o r k - f o r c e  r e s p e c t i v e l y . ^
P r i o r  t o  1 9 6 6 ,  o n l y  a b o u t  o n e - s i x t h  o f  a l l  w o r k e r s  i n  
t h e  l a u n d r y ,  c l e a n i n g  and d y e i n g  i n d u s t r y  were  c o v e r e d  u n d e r  
t h e  p r o v i s i o n s  o f  t h e  P a i r  L ab o r  S t a n d a r d s  A c t . 3 But e f f e c ­
t i v e  F e b r u a r y  1 s t ,  1967,  v i r t u a l l y  a l l  l a u n d r y ,  c l e a n i n g  and 
d y e i n g  e s t a b l i s h m e n t s  i n  t h e  U n i t e d  S t a t e s  w ere  r e q u i r e d  by 
t h e  A c t  t o  pay  t h e i r  em p lo y ees  a  minimum wage o f  $ 1 .0 0  an  
hour.**' W hile  t h i s  wage o r d e r  had  some e f f e c t  on t h e  i n d u s t r y
^ F o r  w o r k e r s  e a r n i n g  l e s s  t h a n  $ 1 . 1 5  a n  h o u r  t h e  f i g u r e s  
were?  59*1 p e r c e n t  i n  t h e  S o u t h ,  l 6 c5 p e r c e n t  i n  t h e  N o r th  
C e n t r a l ,  *J-.3 p e r c e n t  i n  t h e  N o r t h e a s t ,  and 7*5 p e r c e n t  i n  t h e  
W es t .  " I n d u s t r y  Wage S u r v e y — L au n d ry  and  C l e a n i n g  S e r v i c e s  
Mid 1 9 6 6 , "  U .S .  D e p a r tm e n t  o f  L a b o r .  B ureau  o f  L ab o r  S t a t i s t i c s , 
B u l l e t i n  NoT 1 5 ^  T M d T T 9 ^ 7 7 ~ P P *  3-^«~"™~
■^Almost a l l  o f  t h o s e  w o r k e r s  c o v e r e d  by FLSA p r i o r  t o  
1966  worked i n  i n d u s t r i a l  l a u n d r i e s  and  l i n e n  s u p p l y  p l a n t s  
who s o l d  t o  o t h e r  f i r m s  en g ag e d  i n  i n t e r - s t a t e  commerce» Thus 
t h e  two l a r g e s t  b r a n c h e s  o f  t h e  i n d u s t r y ,  power  l a u n d r i e s  
( 1 6 6 ,^ 1 7  w o r k e r s )  and c l e a n i n g  and d y e i n g  p l a n t s  (2 2 1 ,6 8 3  w o r ­
k e r s ) ,  w ere  n o t  c o v e r e d  t o  any  s i g n i f i c a n t  d e g r e e  by  t h e  F e d ­
e r a l  Law. " D a ta  P e r t i n e n t  t o  a n  E v a l u a t i o n  o f  t h e  Need F o r  
and  t h e  F e a s i b i l i t y  o f  E x t e n d i n g  t h e  Minimum Wage,"  U. S . 
D ep ar tm en t  o f  L a b o r .  Wage and Hour and P u b l i c  C o n t r a c t s  D i v i -  
s T o n . ( J a n u a r y .  I 9S2 .), p p .  6 - 1 0 .
^ " A l l  o t h e r  em p lo y ees  ( th o se  n o t  p r e v i o u s l y  c o v e r e d ]  
employed  i n  l a u n d r y  e n t e r p r i s e s ,  r e g a r d l e s s  o f  t h e i r  p r e v i o u s  
s t a t u s  u n d e r  t h e  A c t ,  and  w i t h o u t  r e g a r d  t o  t h e  a n n u a l  volume 
o f  s a l e s  o r  b u s i n e s s  d o n e ,  a r e  new ly  c o v e r e d  e m p lo y e e s ,  and 
u n l e s s  s p e c i f i c a l l y  e x em p t ,  m ust  be p a i d  n o t  l e s s  t h a h  t h e  
minimum wages f o r  a l l  h o u r s  w o r k e d . "  " L a u n d r i e s  and  Dry C l e a n ­
i n g  E s t a b l i s h m e n t s  Under  t h e  F a i r  L ab o r  S t a n d a r d s  A c t  as
i n  a l l  r e g i o n s  o f  t h e  c o u n t r y ,  i t  i s  c l e a r  t h a t  t h e  main  
i m p a c t  was i n  t h e  S o u t h  where  o n e - t h i r d  o f  t h e  w o r k e r s  were 
e a r n i n g  l e s s  t h a n  t h e  m i n i m u m * 5
One who i s  c o n c e r n e d  n o t  w i t h  t h e  r h e t o r i c  b u t  w i t h  
t h e  r e s u l t s  o f  l e g i s l a t i o n  may w e l l  a s k s  "Did t h e  196 ? 
minimum wage o r d e r  i n  t h e  l a u n d r y ,  c l e a n i n g  and  d y e i n g  i n ­
d u s t r y  have t h o s e  s a l u t a r y  e f f e c t s  w h ic h  a r e  i n t e n d e d  by 
t h e  F a i r  L ab o r  S t a n d a r d s  A c t ? '8 T h a t  i s ,  d i d  e x t e n d i n g  t h e  
c o v e r a g e  o f  FLSA t o  t h i s  i n d u s t r y  h e l p  t o  a b o l i s h  p o v e r t y *  
d i d  t h i s  a c t i o n  h e l p  t o  r e d u c e  t h e  number o f  p e o p le  w i t h  low 
in co m es?
I t  i s  t h e  p r i m a r y  p u r p o s e  o f  t h i s  p a p e r  t o  p r o v i d e  
a n  a n sw e r  t o  t h i s  q u e s t i o n .  W hile  t h e  e m p h a s i s  h e r e  w i l l  
be on t h e  p r e s e n t a t i o n  and  a n a l y s i s  o f  i n d u c t i v e  e v i d e n c e  
r e l e v a n t  t o  minimum wage e f f e c t s  i n  t h e  l a u n d r y ,  c l e a n i n g  
and d y e i n g  i n d u s t r y ,  a  d e d u c t i v e  a n a l y s i s  o f  t h e  p ro b le m  
m ust  p r e c e d e  t h e  e m p i r i c a l  i n q u i r y .  F o r  t h e o r y  p l a y s  two 
v e r y  i m p o r t a n t  r o l e s  i n  a n y  u s e f u l  e m p i r i c a l  i n v e s t i g a t i o n *
Amended i n  196 6 , "  U .S .  D e p a r tm e n t  o f  L a b o r ,  V/age and  Hour 
and  P u b l i c  C o n t r a c t s  D i v i s i o n s . P u b l i c a t i o n  No, 1 
(November,  196>6) ,  p7~2 "
% h e  U.S . ,  D e p a r tm e n t  o f  L a b o r  e s t i m a t e d  t h a t  a n  
a v e r a g e  wage i n c r e a s e  o f  6 p e r c e n t  would  be r e q u i r e d  t o  
b r i n g  t h e  wages o f  S o u t h e r n  w o r k e r s  up t o  t h e  minimum. 
"M o n th ly  L ab o r  R e v ie w ,"  U .S .  D e p a r tm e n t  o f  L a b o r , V o l .
9 0 ,  No, 6 ,  ( J u n e ,  196? ) ,  P» 2 2 .
F i r s t ,  t h e o r y  n a r r o w s  t h e  r a n g e  o f  p l a u s i b l e  ou tcom es and  i n ­
d i c a t e s  w h a t  d a t a  t o  c o l l e c t  i n  o r d e r  t h a t  we may d i s c o v e r  
w h a t  h a s  h a p p e n e d .  W i t h o u t  a  t h e o r e t i c a l  f ram ew ork  t h e  i n ­
v e s t i g a t o r  commits  t h e  e r r o r  o f  m e a n i n g l e s s l y  " c o u n t i n g  
manhole  c o v e r s , " ^  And s e c o n d ,  t h e o r y  p r o v i d e s  a  g u i d e  f o r  
t h e  i n t e r p r e t a t i o n  and t h e  e x t r a p o l a t i o n  o f  i n d u c t i v e  e v ­
i d e n c e  so  t h a t  we c a n  a r r i v e  a t  t h e  d e s i r e d ,  r e s u l t ,  i e . ,  a n  
a n s w e r  t o  t h e  q u e s t i o n  i n  h a n d .
The f i r s t  few c h a p t e r s  o f  t h i s  p a p e r ,  t h e r e f o r e ,  w i l l  
be t a k e n  up w i t h  a  t h e o r e t i c a l  d i s c u s s i o n  o f  t h e  w e l f a r e  e f f e c t s  
o f  minimum wage laws i n  low-wage i n d u s t r i e s .  A f t e r  h a v i n g  
a d u m b ra te d  t h e  t h e o r e t i c a l  p o s s i b i l i t i e s  o f  im posed  wage 
i n c r e a s e s  on t h e  w e l f a r e  o f  w o r k e r s i  t h e  e m p i r i c a l l y  t e s t a b l e  
h y p o t h e s e s  w h ic h  a r e  d rawn f rom  t h e s e  wage t h e o r i e s  a r e  n e x t  
s t a t e d  i n  r i g o r o u s  f a s h i o n .  The n e x t  two c h a p t e r s  i n  t u r n  
d e s c r i b e  t h e  i n d u c t i v e  p r o c e d u r e  em ployed  a nd  r e p o r t  t h e  f i n d ­
i n g s  o f  t h e  s t a t i s t i c a l  t e s t  o f  t h e s e  h y p o t h e s e s .  The f i n a l  
c h a p t e r  o f  t h i s  p a p e r  i s  t h e n  d e v o t e d  t o  w e i g h i n g  t h i s  e v i d e n c e  
s o  t h a t  some c o n c l u s i o n  may be r e a c h e d  a s  t o  t h e  e f f e c t s  o f  
t h e  1967  FLSA minimum wage o r d e r  on t h e  w e l f a r e  o f  low-wage 
l a u n d r y ,  c l e a n i n g  and d y e i n g  w o r k e r s ,
% h i s  e x p r e s s i o n  h a s  b e en  a t t r i b u t e d  t o  James M.
B u c h a n a n .
CHAPTER I
THE COMPETITIVE MODEL OP THE FIRM
R a i s i n g  t h e  wages o f  low-wage w o r k e r s  above  t h e  m a r k e t  
wage r a t e  by means o f  l e g a l  wage minima c a n n o t ,  we a r e  t o l d  
by  e c o n o m i s t s  o f  t h e  c l a s s i c a l  t r a d i t i o n ,  h e l p  t o  r e d u c e  p o v ­
e r t y  o r  t o  a m e l i o r a t e  d i s t r i b u t i v e  i n e q u i t i e s .  F o r ,  i n  t h e  
p r o c e s s  o f  e l i m i n a t i n g  low w a g e s ,  t h e  minimum wage must  a l s o  
e l i m i n a t e  a  c o n s i d e r a b l e  number o f  j o b s .  As J . R .  K ick s  h a s  
s u c c i n c t l y  p u t  i t i  "A r a i s i n g  o f  wages above t h e  c o m p e t i t i v e  
l e v e l  w i l l  c o n t r a c t  t h e  demand for- l a b o u r i  and  make i t  im p o s s ­
i b l e  t o  a b s o r b  some o f  t h e  men a v a i l a b l e ® " 1 Hence ,  t h e  
N e o c l a s s i c i s t s  a r g u e ,  t h e  e f f e c t s  o f  t h e  minimum v/age law 
a r e  p r e c i s e l y  o p p o s i t e  t o  t h o s e  i n t e n d e d s  " i n s o f a r  a s  minimum 
wage laws have  a ny  e f f e c t  a t  a l l ,  t h e i . r  e f f e c t  i s  c l e a r l y  t o  
i n c r e a s e  p o v e r t y . " 2
T h i s  c o n c l u s i o n  h a s  a s  i t s  t h e o r e t i c a l  f o u n d a t i o n  t h e  
c o m p e t i t i v e  model  o f  t h e  f i r m .  The c o m p e t i t i v e  m odel  c o n s i s t s  
o f  t h r e e  e l e m e n t s ;  t h e  m a r g i n a l  p r o d u c t i v i t y  t h e o r y  o f  w a g e s ,
* J .  R. H i c k s t The T h e o ry  o f  Wages (London;  M a cm i l la n  
a n d  Co . i  L i m i t e d ,  1932)  »**p. 179*
- M i l t o n  F r i e d m a n ,  C a p i t a l i s m  and Freedom ( C h ic a g o ;
The U n i v e r s i t y  o f  Chicago, P r e s s , i p .  1 80 ,
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t h e  a s s u m p t i o n  o f  c o m p e t i t i o n  b o t h  i n  t h e  l a b o r  and  p r o d u c t  
m a r k e t s i 3 and  t h e  method o f  s t a t i c  p a r t i a l - e q u i l i b r i u m  
a n a l y s i s #  B e fo re  becom ing  f u r t h e r  i n v o l v e d  i n  a  d i s c u s s i o n  
o f  t h e  minimum wage i m p l i c a t i o n s  o f  t h i s  m ode l j  t h e  model  
i t s e l f  s h o u l d  f i r s t  be exam ined  b r i e f l y , ^
The L e v e l  o f  Employment i n  a  C o m p e t i t i v e  F i rm  
B a s i c  t o  m a r g i n a l  p r o d u c t i v i t y  t h e o r y  i s  t h e  p r o p o s i -  
t i o n  t h a t  a  f i r m  w i l l  h i r e  a  r e s o u r c e  a s  l o n g  a s  i t  adds  
more t o  t o t a l  r e v e n u e  t h a n  t o  t o t a l  c o s t .  I f  t h i s  p r i n c i p l e  
i s  f o l l o w e d ,  e q u i l i b r i u m  w i l l  be a c h i e v e d  when t h e  m a r g i n a l  
c o s t  o f  e a c h  f a c t o r  t o  t h e  f i r m  i s  e q u a l  t o  i t s  m a r g i n a l  
r e v e n u e  p r o d u c t . '  Here  m a r g i n a l  p r o f i t s  a r e  z e r o  and  so  t o t a l  
p r o f i t s  a r e  maximized . '
S h o r t - R u n  E q u i l i b r i u m
I n  t h e  s h o r t - r u n ,  t h e  f i r m  may v a r y  t h e  q u a n t i t y  o f  
l a b o r  b u t  n o t  t h e  q u a n t i t y  o f  c a p i t a l  t h a t  i t  e m p lo y s .  Hence
3as w i l l  be s e e n  l a t e r ,  i t  i s  n o t  e s s e n t i a l  t h a t  t h e  
p r o d u c t  m a r k e t  be p e r f e c t l y  c o m p e t i t i v e  f o r  t h e r e  t o  be a  
n e g a t i v e  w age-em ploym en t  r e l a t i o n s h i p . '  The same c o n c l u s i o n  
a b o u t  t h e  minimum wage c a n  f o l l o w ,  a l t h o u g h  w i t h  l e s s  f o r c e ,  
i f  t h e  f i r m  i s  a  m o n o p o l i s t i c  c o m p e t i t o r ,  a  m o n o p o l i s t ,  and 
i n  some i n s t a n c e s  a n  o l i g o p o l i s t .  The d i f f e r e n c e  l i e s  i n  a  
l e s s  e l a s t i c  demand c u r v e  f o r  l a b o r  i n  t h e s e  n o n - c o m p e t i t i v e  
c a s e s  ( a s s u m i n g  t h a t  t h e  o n l y  d i f f e r e n c e  b e tw e e n  c o m p e t i t i v e  
a n d  n o n - c o m p e t i t i v e  f i r m s  i s  t h e  c o n t r o l  o f  p r o d u c t  p r i c e s  
by  t h e  l a t t e r ) .
^ F o r  a  more c o m p le t e  t r e a t m e n t  o f  t h e  c o m p e t i t i v e  wage 
m ode l  s e e i  H i c k s ,  The T h eo ry  o f  Wages 1 C h a p t e r s  I  t h r o u g h  I I  
P a u l  H. D o u g l a s ,  The T h eo ry  o f  Wages i N e w  York:  M a cm i l la n
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t o  maximize  p r o f i t s ,  t h e  f i r m  w i l l  h i r e  a d d i t i o n a l  w o r k e r s  
u n t i l  t h e  m a r g i n a l  r e v e n u e  p r o d u c t  o f  l a b o r ,  w h ic h  d e c l i n e s  
c o n t i n u o u s l y  a s  employment  e x p a n d s ,  e q u a l s  t h e  m a r g i n a l  c o s t  
o f  l a b o r . 5 B ecause  p r i c e  and  m a r g i n a l  r e v e n u e  a r e  i d e n t i c a l  
i n  c o m p e t i t i o n ;  t h e  c o m p e t i t i v e  f i r m  w i l l  h i r e  w o r k e r s  o n l y  
a s  l o n g  a s  t h e  v a l u e  o f  t h e  m a r g i n a l  p r o d u c t  e x c e e d s  t h e  mar­
g i n a l  c o s t  o f  l a b o r i
I f  w o r k e r s  a r e  m o b i le  and  compete  f o r  j o b s ;  t h e  s u p p l y  
o f  l a b o r  t o  t h e  i n d i v i d u a l  c o m p e t i t i v e  f i r m  w i l l  be i n f i n i t e l y  
e l a s t i c  a t  t h e  p r e v a i l i n g  r a t e ;  i t  c a n  o b t a i n  a l l  t h e  l a b o r  i t  
d e s i r e s  a t  t h i s  wage;  b u t  c a n  o b t a i n  none  a t  a  s l i g h t l y  lo w e r  
r a t e .  T h e r e f o r e  t h e  m a r g i n a l  c o s t  o f  l a b o r  w i l l  c o i n c i d e  w i t h  
t h e  wage f o r  w o r k e r s ,  and  t h e  c o m p e t i t i v e  f i r m ’ s s h o r t - r u n  
e q u i l i b r i u m  l e v e l  o f  employment  w i l l  be a t  t h a t  p o i n t  where  t h e  
v a l u e  o f  t h e  m a r g i n a l  p r o d u c t  o f  l a b o r  i s  e q u a l  t o  t h e  m ark e t  
wage r a t e
Company, 193*0» C h a p t e r  I  t h r o u g h  IV; A l l a n  M. C a r t t e r ,  The o r y  
o f  V/ages and  Employment (Homewood; I l l i n o i s s  R i c h a r d  D, I r w i n ,  
I n c 1 9 5 9 ) 7 “C h a p te r s  I  t h r o u g h  V I ;  and K,W„ R o t h s c h i l d ,  The 
T h e o r y  o f  Wages (New York:  A u g u s tu s  M.‘ K e l l e y  P u b l i s h e r s .
T w m  C h a p t e r s  I  t h r o u g h  V'i'
^ D e c l i n i n g  m a r g i n a l  p r o d u c t i v i t y  f o l l o w s  f rom  t h e  Law 
o f  D i m i n i s h i n g  R e tu rn s . ' '  C o m p e t i t i v e  wage t h e o r y  a ssu m e s  t h a t  
l a b o r  i s  i n f i n i t e l y  d i v i s i b l e  s o  t h a t  t h e  m a r g i n a l  p r o d u c t i v i t y  
■curve d e c l i n e s  i n  a  sm ooth  and  c o n t i n u o u s  f a s h i o n . '  T he re  i s  
no r a n g e  o f  i n d e t e r m i n a t e n e s s  o r  a b s o l u t e  i n e l a s t i c i t y .  See 
H i c k s ;  The T h e o ry  o f  W ages; p p .
^ F o l l o w i n g  C. E .  F e r g u s o n :  L e t  t h e  p r o d u c t i o n  f u n c t i o n
be q = f ( x ) ;  where  x i s  t h e  s i n g l e  v a r i a b l e  p r o d u c t i v e  s e r v i c e - -  
l a b o r .  L a b o r ’ s m a r g i n a l  p r o d u c t  i s  t h e n  f * ( x ) ,  S i n c e  t h e  
e n t r e p r e n e u r  o p e r a t e s  i n  p e r f e c t l y  c o m p e t i t i v e  commodity  and  
f a c t o r  m a r k e t s  t h e  m a r k e t  p r i c e  o f  t h e  commodity  ( p )  and t h e
-*8
F i g u r e  1 -1  may h e l p  t o  i l l u s t r a t e  t h i s  v/age models
D o l l a r s
W*
U n i t s  o f  L a b o r
F i g u r e  T - l
I n  t h i s  f i g u r e  t h e  s c h e d u l e  o f  l a b o r ’ s m a r g i n a l  v a l u e  p r o d ­
u c t  i s  l a b e l l e d  VMP» The m a r k e t  wage i s  OW so  t h e  s u p p l y  o f  
l a b o r  t o  t h e  f i r m  i s  h o r i z o n t a l  a t  WB. F i r s t J  su p p o s e  t h a t  
t h e  f i r m  em ployed  ON* u n i t s  o f  labor® W ith  t h i s  number  o f  
w o r k e r s  t h e  v a l u e  o f  t h e  m a r g i n a l  p r o d u c t  i s  N'B* -  OW’ J 
w h ic h  i s  g r e a t e r  t h a n  t h e  wage r a t e ®  An a d d i t i o n a l  w o r k e r  
w ou ld  add more t o  t o t a l  r e v e n u e  t h a n  t o  t o t a l  c o s t .  T h e r e f o r e  
a  p r o f i t  m a x im iz in g  e n t r e p r e n e u r  w ould  h i r e  more w o r k e r s .
Now su p p o s e  t h a t  ON" u n i t s  o f  l a b o r  a r e  em ployed  by 
t h e  f i r m .  Here t h e  v a l u e  o f  l a b o r ' s  m a r g i n a l  p r o d u c t  N^B" *=
wage r a t e  (w) a r e  g i v e n .  The p r o f i t  f u n c t i o n  i s  TC =pq -  wx 
- F  -  p f ( x )  -  wx -  Fi  w here  F r e p r e s e n t s  f i x e d  c o s t  and  wx 
i s  t h e  v a r i a b l e  cost® The e n t r e p r e n e u r  a d j u s t s  h i s  i n p u t  so  
a s  t o  maximize  p r o f i t .  Thus d 7? / d x  = p f ' ( x )  -  w -  0 ,  o r .  pf* 
( x )  -  w,  t h e  t h e o r e m  s t a t e d  a b o v e .  M ic roeconom ic  T h eo ry  
(HomewoodJ I l l i n o i s !  R i c h a r d  D. I r w i n , l"ncTj"T96Q) t PP« 3 6 4 -
65®
OW", w h ic h  i s  l e s s  t h a n  t h e  wage r a t e .  Thus t h e  l a s t  w o r k e r  
a dd s  more t o  t o t a l  c o s t  t h a n  t o  t o t a l  r e v e n u e ,  A p r o f i t  
m a x im iz in g  e n t r e p r e n e u r  w i l l  t h e r e f o r e  r e d u c e  em ploym en t .  
C l e a r l y  w i t h  t h e  wage r a t e  a t  OW t h e  e n t r e p r e n e u r  w i l l  h i r e  
ON u n i t s  o f  l a b o r ,  no more and  no l e s s ,  f o r ,  h e r e ,  t h e  l a s t  
w o r k e r  c o n t r i b u t e s  a s  much t o  r e v e n u e  a s  he a d d s  t o  c o s t . ?
I n  f i g u r e  1 - 1 ,  l a b o r ’ s m a r g i n a l  v a l u e  p r o d u c t  s c h e d u l e  
i s  d rawn f o r  a  p a r t i c u l a r  and  g i v e n  p r o d u c t  p r i c e ,  s t o c k  o f  
c a p i t a l i  and  l e v e l  o f  t e c h n o l o g y .  I f  l a b o r  becomes more 
e f f i c i e n t  b e c a u s e  o f  im pro vem en ts  o r  i n c r e a s e s  i n  c a p i t a l ,  
o r  t h e  m a r k e t  p r i c e  o f  i t s  p r o d u c t  r i s e s ,  t h e  VMP c u r v e - -  
w h ic h  i n  t h i s  model  i s  t h e  demand c u r v e  f o r  l a b o r - -  w i l l  
s h i f t  upwards  and  t h e r e  w i l l  be a  new and h i g h e r  e q u i l i b r i u m  
l e v e l  o f  em ploym en t .  C o n v e r s e l y ,  i f  l a b o r ’ s e f f i c i e n c y  
s h o u l d  d e t e r i o r a t e  b e c a u s e  o f  a  d e c r e a s e  i n  t h e  q u a n t i t y  o f  
c a p i t a l ,  o r  t h e  p r o d u c t  p r i c e  s h o u l d  f a l l ,  t h e  demand c u r v e  
f o r  l a b o r . w i l l  s h i f t  down and  f e w e r  w o r k e r s  w i l l  be employed 
a t  wage r a t e  OW. What i s  i m p o r t a n t  h e r e  i s  t h a t  f o r  a  g i v e n  
s t o c k ,  o f  c a p i t a l  and t e c h n o l o g y ,  and f o r  a  g i v e n  wage r a t e  
and  p r o d u c t  p r i c e ,  t h e r e  i s  a  u n i q u e l y  d e t e r m i n e d  l e v e l  o f  
employment  i n  t h e  c o m p e t i t i v e  m ode l ,  A change  i n .a n y  one o f
.^This i s  t h e  c o n v e n t i o n a l  p r o o f  o f  t h e  m a r g i n a l  
p r o d u c t i v i t y  p r o p o s i t i o n .  I t  i s  fo u n d  i n  H i c k s ,  The T h e o ry  
o f  Wages ,  p p .  8 - 9 ,  and i n  F e r g u s o n ,  M ic roeco no m ic  T h e o r y ,
p p .  3 63 - 6 5 .
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t h e s e  v a r i a b l e s -  c a u s e s  a d j u s t m e n t s  t o  be made i n  employment 
and  a  movement t o  a  new e q u i l i b r i u m # ®
Long-Run E q u i l i b r i u m
I n  t h e  l o n g - r u n ;  c a p i t a l  becomes a  v a r i a b l e  f a c t o r  o f  
p r o d u c t i o n . '  G iv e n  t h e  f r e e d o m  t o  v a r y  a l l  i n p u t s ,  t h e  p r o f i t  
m a x im iz in g  c o m p e t i t o r  w i l l  s e e k  t h a t  c o m b i n a t i o n  o f  f a c t o r s  
w h ic h  w i l l  g i v e  e q u a l i t y  be tw ee n  m a r g i n a l  p r o d u c t s  and  f a c t o r  
p r i c e s ; '  T hu s ;  l a b o r  and  c a p i t a l  w i l l  be a d d ed  u n t i l  t h e  v a l u e  
o f  t h e  m a r g i n a l  p r o d u c t  o f  t h e s e  f a c t o r s  i s  e q u a l  t o  t h e  wage 
r a t e  and  i n t e r e s t  r a t e  r e s p e c t i v e l y , 9
8 -i"The c o m p e t i t i v e  t h e o r y  o f  wages  ( sa y s  t h a t ]  . * . any  
chang e  i n  t h e  c o n d i t i o n s  on e i t h e r  t h e  s u p p l y  s i d e  o r  t h e  
.demand s i d e  o f  t h e  m a r k e t  f o r  l a b o r  w i l l  t o u c h  o f f  a  s e r i e s  
o f  a d j u s t m e n t s  w h ic h  w i l l  a u t o m a t i c a l l y  b r i n g  a b o u t  a  new 
e q u i l i b r i u m  p o s i t i o n . "  F r a n k  C. P i e r s o n ,  "An E v a l u a t i o n  o f  
Wage T h eo ry "  i n  New. C o n c e p t s  i n  V/age De t e r m i n a t i o n , e d ,  by 
George  w; T a y l o r  and F r a n k  C. P i e r s o n  TNew~~Yorks M cG raw -H i l l ,  
195?),  P. 17.'
^ W ic k s te e d  l o n g  ago p o i n t e d  o u t  t h a t  i f  t h e  p r o d u c t i o n  
f u n c t i o n  i s  homogeneous o f  d e g r e e  one i n  l a b o r  and  c a p i t a l - -  
i f . l a b o r  and c a p i t a l  a r e  i n c r e a s e d  i n  t h e  same p r o p o r t i o n ;  
p r o d u c t i o n  w i l l  i n c r e a s e  i n  t h a t  r a t i o — t h e n  paym ent  i n  
a c c o r d a n c e  w i t h  m a r g i n a l  p r o d u c t i v i t y  w i l l  e x h a u s t  t h e  t o t a l  
p r o d u c t .  T h a t  i s ,
P = L 9 P / 9 L  + k 0 P / 9 k
where  P i s  t h e  t o t a l  p r o d u c t ,  L i s  l a b o r ,  k  i s  c a p i t a l ,  and 
Q p / 9  L a n d  Q P / 0 k  a r e  t h e  m a r g i n a l  p r o d u c t s  o f  l a b o r  and 
c a p i t a l  r e s p e c t i v e l y .  The p r o o f  o f  t h i s  r e s t s  on E u l e r ’ s 
t h e o r e m  on homogeneous f u n c t i o n s  and c a n  be fo u n d  i n  Henry  
S c h u l t z  " M a r g i n a l  P r o d u c t i v i t y  and t h e  P r i c i n g  P r o c e s s , "
J F S . V o l .  37 ( I 9 2 ? ) i  p p .  5 0 5 - 5 1 .
I f  t h e  p r i c e  o f  one f a c t o r *  s a y  l a b o r ,  s h o u l d  r i s e ,  
i t  i s  i n e v i t a b l e  t h a t  t h e  e n t r e p r e n e u r  w i l l  s u f f e r  a  r e d u c ­
t i o n  i n  p r o f i t s .  However, he w i l l  do a l l  t h a t  he c a n  t o  
make, t h i s  r e d u c t i o n  a s  s m a l l  a s  p o s s i b l e .  F i r s t ,  he w i l l  
r e d u c e  h i s  demand f o r  w o r k e r s  s i n c e  t h e  v a l u e  o f  t h e  mar­
g i n a l  p r o d u c t  o f  l a b o r  i s  now l e s s  t h a n  t h e  wage r a t e .
O u t p u t  t h e n  f a l l s .  B u t ,  w i t h  a  lo w e r  l e v e l  o f  o u t p u t ,  l e s s  
c a p i t a l  w i l l  be r e q u i r e d .  Howeveri  b e c a u s e  t h e  p r i c e  o f  
c a p i t a l  h a s  n o t  changed^  a  p r o p o r t i o n a l  r e d u c t i o n  i n  t h e  
q u a n t i t y  employed  w i l l  c a u s e  t h e  v a l u e  o f  i t s  m a r g i n a l  p r o d -  
u c t  t o  e x c e e d  i t s  p r i c e .  T h ere  w i l l  t h u s  be a t e n d e n c y  f o r  
t h e  e n t r e p r e n e u r  t o  s u b s t i t u t e  r e l a t i v e l y  c h e a p  c a p i t a l  f o r  
l a b o r  i n  h i s  p r o d u c t i o n  p r o c e s s  u n t i l  t h e  e q u a l i t y  b e tw e e n  
m a r g i n a l  p r o d u c t i v i t i e s  and  p r i c e s  i s  r e s t o r e d ^ 0
* The change  i n  t h e  c a p i t a l - l a b o r  r a t i o  and  t h e  
change  i n  t h e  r e l a t i v e  income s h a r e s  o f  c a p i t a l  and  l a b o r  
w i l l  d ep en d  upon t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n .  I f  i t  i s  
d i f f i c u l t  t o  s u b s t i t u t e  c a p i t a l  f o r  l a b o r - - i f  t h e  e l a s t i c i t y  
o f  s u b s t i t u t i o n  i s  low—' t h e r e  w i l l  be l i t t l e  change  i n  t h e  
c a p i t a l - l a b o r  r a t i o  and  l a b o r * s  r e l a t i v e  income s h a r e  w i l l  
i n c r e a s e .  C o n v e r s e l y ,  i f  c a p i t a l  c a n  be r e a d i l y  s u b s t i t u t e d  
f o r  l a b o r —- i f  t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n  i s  h i g h — t h e r e  
w i l l  be a  marked change  i n  t h e  c a p i t a l - l a b o r  r a t i o  (much 
more o f  t h e  o u t p u t  w i l l  be p r o d u c e d  by c a p i t a l )  and  l a b o r ' s  
r e l a t i v e  income s h a r e  w i l l  f a l l .
F o r  a  d i s c u s s i o n  o f  t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n  
an d  c h a n g e s  i n  r e l a t i v e  f a c t o r  s h a r e s  s e e s  H icks^  The T h e o ry  
o f  Wages, p p .  1 1 7 -1 2 0 ;  J o a n  R o b i n s o n ,  The Econom ics  o f  
I m p e r f e c t  C o m p e t i t i o n  (Londons M acM il lan  and  Co . ,  L t d . ,  1 9 6 9 ) ,  
p p .  25^ 2 6 2 ; and  C. E .  F e r g u s  o n l, The N e o c l a s s i c a l  T h eo ry  o f  
P r o d u c t i o n  and D i s t r i b u t i o n  (London and New Yorks Cambridge  
U rT fv e rs i ty ~ P re 's s  , ~19"69), C h a p t e r  5»
T h e r e f o r e , t h e  demand f o r  l a b o r  w i l l  c o n t r a c t  f o l l o w -  
i n g  a  wage i n c r e a s e '  b o t h  b e c a u s e  a  s m a l l e r  l e v e l  o f  o u t p u t  
w i l l  be p r o d u c e d i  and  b e c a u s e  a. g i v e n  l e v e l  o f  o u t p u t  w i l l  
be o b t a i n e d  w i t h  f e w e r  w o r k e r s i
CHAPTER I I
THE COMPETITIVE MODEL OP THE FIRM 
AND MINIMUM WAGE LAWS
There  i s  n o t h i n g  a b o u t  t h e  e f f e c t s  o f  a  l e g a l  
minimum wage on a  c o m p e t i t i v e  f i r m  t h a t  h a s  n o t  y e t  b e e n  
d e a l t  w i t h j  a t  l e a s t  i m p l i c i t l y ,  i n  t h e  p r e v i o u s  c h a p t e r .
I f  t h e  minimum wage i s  a t  a l l  e f f e c t i v e ,  i f  i t  does  n o t  l i e  
be low  t h e  wage a c t u a l l y  p a i d  by t h e  f i r m ,  t h e  f i r m  w i l l  
r e d u c e  employmentJ  and  r e d u c e  i t  more t h e  l a r g e r  t h e  wage 
i n c r e a s e ,  c e t e r i s  p a r i b u s  A  I n  t h e  s h o r t - r u n ,  t h i s  outcome 
r e s u l t s  m a i n l y  f rom  t h e  c o n t r a c t i o n  o f  o i r t p u t  due t o  t h e  i n ­
c r e a s e  i n  wage c o s t s .  The d e c l i n e  i n  employment  i s  i n t e n ­
s i f i e d  by a n y  s u b s t i t u t i o n  o f  c a p i t a l  f o r  l a b o r  t h a t  t e c h n o l ­
ogy and t im e  p e r m i t .  W hile  s u c h  s u b s t i t u t i o n  c a n  m i t i g a t e  
t h e  r i s e  i n  t h e  c o s t  o f  p r o d u c t i o n ,  i t  c a n n o t  c o m p l e t e l y  
e l i m i n a t e  i t — o t h e r w i s e  t h e  l a b o r  would  n o t  have  b e e n  used  
e v e n  b e f o r e  t h e  wage was i n c r e a s e d — and so  t h e r e  r e m a in s  a
* i t  must  be remembered  t h a t  i n  c o m p e t i t i o n  an  i n c r e a s e  
i n  t h e  p r i c e  o f  a  f a c t o r  w i l l  a lw a y s  r e s u l t  i n  a  r e d u c t i o n  i n  
t h e  demand f o r  t h a t  f a c t o r ,  c e t e r i s  p a r i b u s . T h a t  i s ,  t h e  
s l o p e  o f  t h e  demand c u r v e  f o r  a  p r o d u c t i v e  s e r v i c e  w i t h  r e s p e c t  
t o  i t s  ov/n p r i c e  i s  a lw a y s  n e g a t i v e  ( 9 k /  3 P ] C< 0 ,  a n d ,  
9 ' L / 3 P l < 0 ) .  See J a c o b  L. Mosak, " I n t e r r e l a t i o n s  o f  P r o d u c ­
t i o n ,  P r i c e  and Demand," JP E 9 V o l .  k-6 ( 1 9 3 8 ) ,  p p .  ? 6 l~ 8 7 .
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n e t  i n c r e a s e  i n  a v e r a g e  c o s t .  I f  t h i s  i n c r e a s e  i s  t o o  g r e a t ,  
t h e  f i r m  may cease"  p r o d u c t io n - . .
C e t e r i s  p a r i b u s  c o n d i t i o n s  a r e  r a r e l y  r e a l i z e d ,  ho w ev er ,  
e v e n  f o r  v e r y  s h o r t  p e r i o d s  o f  t i m e .  F i rm s  u s u a l l y  do n o t  
o p e r a t e  i n  a  s t a t i o n a r y  economy. M a rk e t  p r i c e s ,  t h e  c a p i t a l  
s t o c k j  and  t e c h n o l o g y  a r e  c o n s t a n t l y  c h a n g i n g  s o  t h a t  t h e  
demand c u r v e  f o r  l a b o r  i s  moving e i t h e r  up  o r  down. And i f  
a  f i r m ’ s l a b o r  demand i s  s h i f t i n g  upwards ' ,  i t  may n o t  a c t u a l l y  
r e d u c e  employment  a s  t h e  r e s u l t  o f  a n  e f f e c t i v e  minimum wagej  
i t  may j u s t  r e d u c e  t h e  r a t e  o f  g ro w th  i n  demand f o r  l a b o r i ^  
C o n v e r s e l y ,  a  f i r m  t h a t  h a s  b e e n  on t h e  .downgrade and  h a s  
b e en  r e d u c i n g  em ploym en t ,  w i l l ,  a s  t h e  r e s u l t  o f  a  minimum 
wage la w ,  h a s t e n  i t s  d i s e m p lo y m e n t  o f  l a b o r i  I n  e i t h e r  c a s e ,  
c o m p e t i t i v e  t h e o r y  a f f i r m s  t h a t  t h e  minimum wage w i l l  have  
n e g a t i v e  e f f e c t s  on em ploym ent ,  b u t  b e c a u s e  o f  e x o g en o u s  
i n f l u e n c e s  t h e  e f f e c t s  may be h i d d e n  and  i m p o s s i b l e  t o  i d e n -  
i f y  when l o o k i n g  a t  employment  i n  a  s i n g l e  f i r m  o r  a t  t o t a l  
i n d u s t r y  e m p lo y m en t .3
^ T h u s ,  i f  a  f i r m  h as  b e e n  e x p a n d i n g  i t s  demand f o r  
l a b o r  by one p e r c e n t  a  y e a r  i n  t h e  p a s t  ( l a b o r ’s  m a r g i n a l  
p r o d u c t i v i t y  s c h e d u l e  has  b e e n  s h i f t i n g  u p ) ,  and i t s  l a b o r  
demand s c h e d u l e  i s  o f  u n i t  e l a s t i c i t y ,  a  one p e r c e n t  r i s e  
i n  wages r e q u i r e d  by a minimum w i l l  n o t  c a u se  a n y  d i r e c t  
l a y - o f f s ,  b u t  w i l l  r e d u c e  t h e  r a t e  o f  g r o w th  i n  employment  
t o  z e r o  i n  t h a t  y e a r .
3
-'As we s h a l l  s e e  i n  a  l a t e r  c h a p t e r ,  a  c r o s s - s e c t i o n  
s t u d y  o f  a n  i n d u s t r y  whose f i r m s  have b e en  u n e q u a l l y  a f f e c t e d  
by  a  minimum v/age I s  one way o f  o v e rc o m in g  t h i s  p r o b le m .
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C o m p e t i t i v e  wage t h e o r y  s u g g e s t s  t h a t  t h e  unem ploy­
ment c r e a t e d  by t h e  minimum wage law may be e i t h e r  r e l a t i v e  
o r  a b s o l u t e .  I f  l e g a l  wage c o n t r o l  i s  l i m i t e d  t c  p a r t i c u l a r  
e m p lo y m en ts ,  unemployment  w i l l  be o n l y  t e m p o r a r y .  Unemployed 
w o r k e r s  w i l l  s h i f t  f rom  r e g u l a t e d  t o  u n r e g u l a t e d  t r a d e s  where 
t h e y  w i l l  e a r n  and  p ro d u c e  l e s s  t h a n  t h e y  d i d  b e f o r e ,  The 
m ain  e f f e c t  r e s u l t i n g  f ro m  t h i s  uneconom ic  r e d i s t r i b u t i o n  o f  
l a b o r  i s  u n d e re m p lo y m e n t .  However, i f  a l l  low-wage o c c u p a t i o n s  
a r e  c o v e r e d  by t h e  minimum wage lav/ t h e  unemployment  must  be 
a b s o l u t e ,  and  i n  a  s e n s e  p e r m a n e n t .  W orkers  who a r e  d i s ­
p l a c e d  by t h e  minimum wage w i l l  have  no " s e c o n d - b e s t ” a l t e r n -  
a t  i v e s — s i n c e  t h e y  must  be s u b - m a r g i n a l  i n  a l l  e m p lo y m en ts— 
and  t h e y  w i l l  be condemned t o  e a r n  and p r o d u c e  n o t h i n g .
T h e i r  unemployment  must  go on u n t i l  t h e  l o n g - r u n  econom ic  
f o r c e s  w h ic h  d e t e r m i n e  c o m p e t i t i v e  w a g e - l e v e I s - - t e c h n o l o g i c a l  
i n n o v a t i o n ,  t h e  g ro w th  i n  c a p i t a l  s t o c k ,  e t c . — r a i s e  wages 
enou g h  t o  a b s o r b  t h e s e  men. As H ic k s  w r o t e :  "When t h e  
c o n t r o l  o f  wages i s  g e n e r a l  . . , t h e  unemployment  must  go 
on u n t i l  t h e  a r t i f i c i a l  wages  a r e  r e l a x e d ,  o r  u n t i l  c o m p e t i t i v e  
wages have r i s e n  t o  t h e  a r t i f i c i a l  l e v e l .
^ H i c k s ,  The T h e o r y  o f  W ages , p .  181.
S i d n e y  Webb, "The Economic T h eo ry  o f  a  L e g a l  Minimum 
Wage,"  JE E . V o l .  20 (December ,  1 9 1 2 ) ,  pp .  9 7 8 - 8 ^ ;  F .H .  Blum, 
" M a r g in a l i s m  and Economic P o l i c y :  A Comment," AER, V o l .  37 
( S e p t e m b e r ,  1 9 ^ 7 ) ,  pp .  6^5~52 j  R o t h s c h i l d ,  The T h eo ry  o f  Wages , 
C h a p t e r  13 5 and  o t h e r s ,  have  a r g u e d  t h a t  t h e  p r e o c c u p a t i o n  
o f  t h e  m a r g i n a l  p r o d u c t i v i t y  s c h o o l  w i t h  s t a t i c  e q u i l i b r i u m  
and  w i t h  s m a l l  c h an g e s  a t  t h e  m a r g in  h a s  l e d  them  t o  n e g l e c t
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I n  summary, c o m p e t i t i v e  t h e o r y  a s s e r t s  t h a t  t h e  B’a i r  
L a b o r  S t a n d a r d s  A c t  c a n n o t  h e l p  t o  r e d u c e  p o v e r t y  a s  i t  i s  
i n t e n d e d  t o  d o ,  b u t  must  i n s t e a d  p e r p e t u a t e  and  e x a c e r b a t e  
d i s t r i b u t i v e  i n e q u i t i e s .  The minimum wage r a i s e s  some 
w o rk e r s *  wages by a  s m a l l  am ount ,  b u t  i n  d o i n g  s o  p r o d u c e s  
unemployment and  i n t e n s i f i e s  p o v e r t y .  A c c o r d i n g  t o  t h i s  
v ie w  t h e  minimum wage i s  p e r v e r s e  b e c a u s e  m ore ,  n o t  f e w e r ,  
p e o p l e  a r e  p o o r  a s  a  r e s u l t  o f  i t .
t h e  l o n g - r u n  e f f e c t s  on econom ic  d e v e lo p m e n t  o f  minimum w a g e s .  
W hile  t h e s e  w r i t e r s  g e n e r a l l y  co ncede  t h a t  some unemployment  
w i l l  r e s u l t  i n i t i a l l y  f ro m  t h e  f o r c i n g  up o f  w a g e s ,  t h e y  a r g u e  
t h a t  t h e  r e s u l t a n t  " r a t i o n a l i z a t i o n "  o f  i n d u s t r y  w i l l  p r o d u c e  
h i g h e r  a v e r a g e  wages o v e r  t h e  l o n g - r u n .
T h i s  i s  one o f  t h e  m ost  complex  and  c o n t r o v e r s i a l  
q u e s t i o n s  o f  econom ic  t h e o r y  and beyond t h e  sc o p e  o f  t h e  
p r e s e n t  s t u d y .  Our i n t e r e s t  l i e s  r a t h e r  w i t h  t h e  most  p e r ­
c e i v a b l e  s h o r t - r u n  e f f e c t s  o f  wage l e g i s l a t i o n .
.CHAPTER I I I
, ALTERNATE MODELS OF THE FIRM AND MINIMUM WAGE LAWS
The N e o c l a s s i c i s t s *  p r e d i c t i o n  o f  d i r e  c o n s e q u e n c e s  
a r i s i n g  f ro m  wage r e g u l a t i o n  i s  j u s t  one v iew  and  n o t  a n  
im m utab le  law o f  e c o n o m ic s .  A n o th e r  v i e w ,  g e n e r a l l y  s u p p o r t "  
e d  by s t u d e n t s  o f  l a b o r  r e l a t i o n s , r e j e c t s  t h e  c o m p e t i t i v e  
a n a l y s i s  b e c a u s e  t h e  a s s u m p t i o n s  o f  t h i s  m od e l ,  i t  i s  a l l e g e d ,  
a r e  s p u r i o u s .  These  e c o n o m i s t s  have p r o p o s e d  a l t e r n a t e ,  
n o n - c o m p e t i t i v e  m odels  o f  t h e  f i r m - ” t h e  monopsony m o de l ,  t h e  
h ig h -w a g e  m ode l j  t h e  sh o c k  m od e l ,  t h e  o l i g o p o l y  m o d e l ,  and 
t h e  model  w i t h  f i x e d  f a c t o r  c o e f f i c i e n t s —-which ,  i t  i s  c l a i m e d ,  
make a s s u m p t i o n s  more r e a l i s t i c  t h a n  t h o s e  o f  c o m p e t i t i v e  
t h e o r y .  W hile  t h e  k i n k s ,  d i s c o n t i n u i t i e s ,  and dynamic  e l ­
em en ts  o f  t h e s e  m odels  make them q u i t e  d i f f e r e n t  f rom  e a c h  
o t h e r  i n  many w a y s ,  t h e y  a r e  a l l  s i m i l a r  i n  t h a t  t h e y  p r e ­
d i c t  minimum wage e f f e c t s  d i r e c t l y  o p p o se d  t o  t h o s e  g i v e n  by 
t h e  c o m p e t i t i v e  m o d e l .  As one l a b o r  e c o n o m i s t  h a s  w r i t t e n :
The [ C o m p e t i t i v e ]  t h e o r y  i s  b a s e d  upon a  number  o f  
a s s u m p t i o n s  t h a t  f r e q u e n t l y  f a i l  t o  f i t  t h e  f a c t s  
o f  modern econom ic  l i f e ,  1
• • • f o r  a  number  o f  r e a s o n s ,  t h i s  model  l a c k s  
good p r e d i c t i v e  v a l u e  w i t h i n  a  l i m i t e d  zone o r  
r a n g e  o f  wage c h a n g e .  W i t h i n  s u c h  a  r a n g e ,  t h e
1 •R. A, L e s t e r ,  Econom ics  o f  L a b o r  (New York :  The
M a cm i l la n  Company, 19t yi ) ,  p .  1 ? 9 .  "
e f f e c t s  o f  a  wage change  im posed  by a  l e g a l  minimum 
wage c a n  t a k e  a n y  one o f  a  v a r i e t y  o f  p a t h s .  A long  
some o f  t h e s e  p a t h s  t h e r e  may be no employment  co n ­
s e q u e n c e s  o r  e v e n  some employment  i n c r e a s e s ,  p r o v i d e d  
t h a t  t h e  wage r i s e  i s  m o d e ra te  and  w i t h i n  t h e  r a n g e ,  2
I f  t h i s  s e c o n d  v iew  i s  c o r r e c t - ~ i f  r a i s i n g  t h e  wages 
o f  low-wage w o r k e r s  above  t h e  m a r k e t  r a t e  does  n o t  r e s u l t  i n  
a  number o f  them  b e i n g  d i s c h a r g e d  f ro m  w o rk — t h e  F a i r  L ab o r  
S t a n d a r d s  A c t  m us t  r e a l i z e  i t s  g o a l .  I n  s u c h  a  c a s e  i t  u n ­
a m b i g u o u s l y  h e l p s  low-wage w o r k e r s  by r e d u c i n g  t h e i r  d e g re e  
o f  p o v e r t y *  L e t  us now s e e  how t h i s  r e s u l t  may come a b o u t .
M o n o p s o n i s t i c  C o n d i t i o n s  
When l a b o r  m a r k e t s  a r e  c o m p e t i t i v e  t h e r e  i s  a  t e n d e n c y  
f o r  wages t o  s e e k  a  common l e v e l  f o r  a  p a r t i c u l a r  c l a s s  o f  
w o r k e r  i n  a l l  f i r m s «3 However, e m p i r i c a l  s t u d i e s  have  shown 
t h a t  t h e r e  a r e  o f t e n  marked d i f f e r e n c e s  i n  wage r a t e s  f o r  
s i m i l a r  t y p e s  of, j o b s  i n  t h e  same l o c a l i t y . ^  On t h e  b a s i s  
o f  e v i d e n c e  s u c h  a s  t h i s j  some e c o n o m i s t s  have c o n c lu d e d s  
" I t  i s  o b v i o u s  t h a t  l i t t l e  c o m p e t i t i o n  p r e v a i l s  i n  many l o c a l  
m a r k e t s .  Nor i s  t h e r e  s u f f i c i e n t  m o b i l i t y  o f  l a b o r  t o  p e r m i t
2R. A, L e s t e r i  "Employment E f f e c t s  o f  Minimum W ages ,"  
I n d u s t r i a l  and  L a b o r  R e l a t i o n s  R e v ie w . V o l .  13 ( J a n u a r y j  i 9 6 0 ) 
p ,  255*
^ I t  must  be n o t e d  h e r e  t h a t  wage d i f f e r e n t i a l s  a r e  n o t  
i n c o n s i s t e n t  w i t h  c o m p e t i t i v e  wage t h e o r y .  The t h e o r y  o n l y  
c l a i m s  t h a t  wages o f  a l l  w o r k e r s  w i l l  be e q u a l  i n  f u l l  e q u i l i b  
r i u m ,  i e » ,  J ,  B, C l a r k ' s  s t a t i o n a r y  s t a t e .  See C a r t t e r ,
T h eo ry  o f  V/ages and Em ploym ent , p p • 13 - 2 1 ,
k
"The New York S t a t e  D e p a r tm e n t  o f  L a b o r j f o r  e x am p le ,  
fo u n d  t h a t  t h e  wages o f  women l a u n d r y  w o r k e r s  i n  32 New York
c o m p e t i t i o n  among f i r m s  i n ' d i f f e r e n t  l o c a l i t i e s  .-"5 The 
f i r m  t h e n  " i s  v e r y  o f t e n  i n  t h e  p o s i t i o n  o f  a  s i n g l e  b u y e r  
o f  l a b o u r ;  i s  a  m o n o p s o n i s t ■ » And t h e r e f o r e j  "minimum 
wage r e g u l a t i o n  i s  n e e d e d  p r i m a r i l y  b e c a u s e  l a b o r  m a r k e t s  
a r e  s o  i m p e r f e c t ;  and  b e c a u s e  e x p l o i t a t i o n  o f  l a b o r  c a n  and  
d oes  o c c u r . ” 7 By " re m o v in g  t h e  m o n o p s o n i s t i c  f ram ew ork  fa- 
l e g a l  minimum wagej way be a b l e  t o  r a i s e  wages a n d  e m p lo y m en t*” 8
A m o n o p s o n i s t  b e c a u s e  o f  h i s  s i z e  o r  l a b o r  i m m o b i l i t y  
f a c e s  a n  upward s l o p i n g  l a b o r  s u p p l y  c u r v e ; '  When he s e e k s  
t o  a t t r a c t  a d d i t i o n a l  w o r k e r s ,  t h e  m o n o p s o n i s t  m us t  p ay  h i g h e r  
w a g es i  n o t  o n l y  t o  t h e  new w o r k e r ,  b u t  t o  t h o s e  a l r e a d y  e m p lo y ed .  
T h i s  means t h a t  t h e  e x t r a  c o s t  o f  a n  a d d i t i o n a l  w o r k e r  t o  t h e  
m o n o p s o n i s t  i s  n o t  o n l y  t h e  wage he m u s t  p a y  t h e  w o r k e r j  b u t  
a l s o  t h e  i n c r e m e n t  o f  wage t h a t  must  be p a i d  t o  t h e  o l d
m u n i c i p a l i t i e s  showed a  c o m p le t e  l a c k  o f  s t a n d a r d i z a t i o n  i n  
May 1933 • • • The h o u r l y  r a t e  f o r  f l a t  w o r k e r s  r a n g e d  f rom  
13 t o  50 c e n t s ; t h e  f u l l - t i m e  w e e k ly  e a r n i n g s  o f  p r e s s  o p e r a t o r s  
v a r i e d  f ro m  $6 t o  $20? and t h e  a c t u a l  w e e k l y  e a r n i n g s  o f  hand 
i r o n e r s  r a n g e d  f ro m  u n d e r  $3 t o  $28. '  A v e rag e  w e e k l y  e a r n i n g s  
w ere  $ 3 ; 6 ?  i n  one p l a n t  and  $ 5 i l 2  i n  a n o t h e r . "  L e s t e r ;
Econom ics  o f  L a b o r , ppi' 3 1 ^ -1 5 •
^D;- Hambergi "Minimum Wages and  t h e  L e v e l  o f  E m ploym en t ,"  
SE J i  V o l .  XV ( J u n e j  1 9 ^ 7 ) ,  p .  3 3 3 .
^ R o t h s c h i l d ;  The T h e o ry  o f  W ages; pir 9 k  •
^ L e s t e r i  E conom ics  o f  L a b o r ; p .  31
O
R o th s  c h i I d ; The T h e o ry  o f  W agesi p » 9 8 »
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e m p l o y e e s ,  T h e r e f o r e  when t h e  m o n o p s o n i s t  f o l l o w s  "the p r o f i t  
m a x im iz in g  c r i t e r i o n  ( i d e n t i c a l  w i t h  t h a t  o f  t h e  c o m p e t i t i v e  
e m p lo y e r )  o f  h i r i n g  l a b o r e r s  u n t i l  t h e  v a l u e  o f  t h e  m a r g i n a l  
p r o d u c t  o f  t h e  l a s t  w o r k e r  i s  e q u a l  t o  t h e  marg5.nal  c o s t  o f  
t h e  w o r k e r ,  he w i l l  h i r e  f e w e r  v /o rk e r s  and  pay  them  a  lo w e r  
wage t h a n  w o u ld  a  c o m p e t i t i v e  e m p l o y e r .  M o re o v e r ,  t h i s  wage 
e x p l o i t s  t h e  w o r k e r s  b e c a u s e  i t  i s  l e s s  t h a n  w h a t  a n y  o f  them  
c o n t r i b u t e s  t o  t o t a l  r e v e n u e — a monopsony p r o f i t  i s  e a r n e d , 9





U n i t s  o f  L ab o r
F i g u r e  I I I - l
To maximize p r o f i t s ,  t h e  m o n o p s o n i s t  h i r e s  w o r k e r s  up t o  t h e
^ I n  t h e  c a s e  o f  monopsony t h e r e  c an  be p r o f i t s  ( a n  
e x c e s s  o f  v a l u e  o v e r  c o s t )  ev en  i f  t h e  f i r m  i s  a  c o m p e t i t i v e  
s e l l e r .
p o i n t  a t  w h ic h  t h e  m a r g i n a l  c o s t  o f  l a b o r  i s  e q u a l  t o  t h e
v a l u e  o f  t h e  m a r g i n a l  p r o d u c t ,  and so  h i r e s  ON u n i t s  o f
l a b o r .  The v a l u e  o f  t h e  p r o d u c t  added  by  t h e  l a s t  w o r k e r
i s  Ok” , b u t  h e ,  and  h i s  f e l l o w  w o r k e r s ,  r e c e i v e  o n l y  t h e
wage 01 v ( t h e . t r a n s f e r  p r i c e  o f  t h e  m a r g i n a l  w o r k e r ) .  There
i s  m o n o p s o n i s t i c  e x p l o i t a t i o n  i n  t h e  amount  o f  Oh”  -  OW,
Here i s  f e r t i l e  g ro u nd  f o r  minimum wage r e g u l a t i o n .
Suppose  t h a t  t h e  g o v e rn m e n t  e s t a b l i s h e s  a  minimum wage o f
OW". B ecause  t h e  f i r m  c a n n o t  p ay  l e s s  t h a n  t h i s  r a t e ,  t h e
s u p p l y  c u rv e  o f  l a b o r  becomes W'ASj,, w h i l e  t h e  m a r g i n a l  c o s t
c u r v e  drawn t o  t h i s  s u p p l y  c u r v e  i s  d i s c o n t i n u o u s  and i s
g i v e n  by WASMC^. The monopsony a d v a n t a g e  d i s a p p e a r s ,  and
t h e  wage-ernployment  s o l u t i o n  w i l l  be t h e  same as  would  o b t a i n
i f  t h e  l a b o r  m a rk e t  was c o m p e t i t i v e .  The m o n o p s o n i s t  m ax im izes
p r o f i t s ,  e q u a t i n g  t h e  v a l u e  o f  t h e  m a r g i n a l  p r o d u c t  w i t h  t h e
m a r g i n a l  c o s t  o f  l a b o r ,  now t h e  minimum wage r a t e ,  and  h i r e s
ON" u n i t s  o f  l a b o r .  As a  r e s u l t  o f  t h e  minimum, wages a r e  now
h i g h e r ,  employment  h a s  e x p a n d e d ,  and  l a b o r  now r e c e i v e s  t h e
3 0v a l u e  o f  i t s  m a r g i n a l  p r o d u c t .
10 I f  t h e  minimum wage s h o u l d  be s e t  a t  OW, e x p l o i t a t i o n  
would  s t i l l  be e l i m i n a t e d  and w o r k e r s  w ou ld  r e c e i v e  h i g h e r  
w a g e s ,  b u t ,  employment  would n o t  e x p a n d .  A t  any  wage above 
OW, employment  would  f a l l .  However,  s i n c e  minimum wage laws 
u s u a l l y  r e q u i r e  v e r y  m odes t  wage i n c r e a s e s ,  monopsony c o n t r o l  
would  have t o  be v e r y  s l i g h t  f o r  unemployment  t o  r e s u l t .
F o r  f u r t h e r  d i s c u s s i o n  on t h e  monopsony c a s e  see*.
R. A. B i l a s ,  M ic roeconom ic  T h e o ry ;  A G r a p h i c a l  A n a l y s i s  
(Mew Yorks M cG raw -H i l l ,  1 9 6 ? ) ,  p p .  268 - 6 9 ; F e r g u s o n ,
U1c ro e c o n o m ic  T h e o r y , p p .  ^ 1 0 - 1 3 ;  R o t h s c h i l d ,  The T heo ry
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Frorn t h e  a n a l y s i s  o f  monopsony, i t  i s  c l e a r  t h a t
e x p l o i t e d  w o r k e r s  c a n  be h e l p e d  by a  l e g a l  minimum wage .
However, one m ust  ask*  "Are monopsony c o n d i t i o n s  p r e v a l e n t
among t h e  low-wage i n d u s t r i e s  t h a t  a r e  a f f e c t e d  by minimum
wage l a w s ? "  J .  R. H icks  b e l i e v e d  o t h e r w i s e ,  he w ro te ?
E x p l o i t a t i o n  i s  j u s t  a s  p r o b a b l e ,  i f  n o t  more p r o b ­
a b l e ,  i n  b e t t e r - p a i d  a s  i n  w o r s e - p a i d  t r a d e s .  I t  i s ,  
i n  f a c t ,  e x t r e m e l y  i m p r o b a b le  t h a t  e x p l o i t a t i o n  has  
much t o  do w i t h  t h e  g r o s s e r  s c a n d a l s  o f  t h e  l a b o u r  
m a r k e t .  The e x t re m e  c a s e s  o f  p o v e r t y  and  low e a r n - ,  
i n g s  have u s u a l l y  a r i s e n ,  n o t  i n  r e g u l a r  t r a d e s ,  
where  t h e  p e r i l  o f  e x p o l i t a t i o n  i s  a d m i t t e d l y  p r e s ­
e n t ,  b u t  i n  t h o s e  t r a d e s  w h ich  we have  c l a s s i f i e d  
a s  c a s u a l ,  i n  t h e  w i d e s t  s e n s e .  But  i n  c a s u a l  t r a d e s ,  
c o m p e t i t i o n  i s  g e n e r a l l y  q u i t e  s u f f i c i e n t l y  i n t e n s e  
t o  p r e v e n t  a ny  p o s s i b i l i t y  o f  e x p l o i t a t i o n .  C a s u a l  
l a b o u r  i s  o f t e n  b a d l y  p a i d ,  n o t  b e c a u s e  i t  g e t s  l e s s  
t h a n  i t  i s  w o r t h ,  b u t  b e c a u s e  i t  i s  w o r t h  so  a p p a l l ­
i n g l y  l i t t l e ,  11
F u r t h e r ,  a n  i m p e r f e c t  l a b o r  m a r k e t  d o es  n o t  i p s o  f a c t o  
i n s u r e  t h a t  m o n o p s o n i s t i c  e x p l o i t a t i o n  w i l l  o c c u r .  E x p l o i t ­
a t i o n  o c c u r s  when an  i n d i v i d u a l  f i r m  c a n  a f f e c t  t h e  p r i c e  o f  
l a b o r ,  i e , ,  t h e  f i r m * s  l a b o r  s u p p l y  c u r v e  i s  upward s l o p i n g .
o f  W ages, p p .  9 ^ - 9 9 ;  M i l t o n  F r i e d m a n ,  P r i c e  T h e o ry  (C h ic a g o :  
A l d i n e  P u b l i s h i n g  Company, 1 9 6 7 ) ,  pp» 187-90» a n d ,  R o b in s o n ,  
The E conom ics  o f  I m p e r f e c t  C o m p e t i t i o n , p p .  2 8 1 - 3 0 ^ ,
■ ^ H ick s ,  The T h e o ry  o f  W ages , p .  8 2 .
On monopsony M i l t o n  F r ie d m a n  w r i t e s :  " I t  i s  p e r h a p s
w o r t h  n o t i n g  e x p l i c i t l y  t h a t  t h i s  c a s e  [monopsony] i s  l i t t l e  
more t h a n  a  t h e o r e t i c a l  c u r i o s u m ,  and  c a n n o t  be r e g a r d e d  as  
o f  an y  g r e a t  p r a c t i c a l  i m p o r t a n c e .  T h i s  i s  p a r t l y  b e c a u s e  
s i g n i f i c a n t  d e g r e e s  o f  monopsony a r e  p a r t i c u l a r l y  u n l i k e l y  
t o  o c c u r  f o r  f a c t o r s  o f  t h e  k i n d  a f f e c t e d  by minimum wage 
r a t e s ,  p a r t l y  b e c a u s e  ev en  i n  s u c h  c a s e s  t h e r e  i s  no p r e ­
s u m p t io n  t h e  minimum wage r a t e  w i l l  f a l l  i n  t h e  i n t e r v a l  
a n a l o g o u s  t o  fOW t o  OW1] ." P r i c e  T h e o r y , p .  190 ,
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But t h i s  i m p l i c i t l y  a ssum es  t h a t  f u l l  employment  p r e v a i l s
i n  t h e  l o c a l  l a b o r  m a r k e t ;  a n d j  a c c o r d i n g  t o  J o h n  Moess
Under  t h e  c o n d i t i o n s  t y p i c a l l y  p r e v a i l i n g  i n  l a b o r  
m a r k e t s  where  t h e  minimum wage i s  l i k e l y  t o  be e f f e c t ­
i v e  i t h i s  a s s u m p t i o n  o f  f u l l  employment  i s  a s  u n r e a l ­
i s t i c  a s  t h a t  o f  p u re  c o m p e t i t i o n .  Such  l a b o r  m a r k e t s  
a r e  u s u a l l y  c h a r a c t e r i z e d  by w i d e s p r e a d  d i s g u i s e d  o r  
open  unemployment  ( t h i s  a b u nd an ce  o f  l a b o r  b e i n g  t h e  
p r i m a r y ' c a u s e  o f  t h e  low-wage l e v e l )  . . Thus a t  
a c t u a l  p r e v a i l i n g  wage r a t e s  i n  t h e  v a r i o u s  e n t e r ­
p r i s e s  t h e  s u p p l y  o f  l a b o r  i s  p e r f e c t l y  e l a s t i c ;
T h ere  s i m p l y  i s  no r e l a t i o n  b e tw e e n  t h e  wage r a t e  
a n d  t h e  q u a n t i t y  o f  l a b o r  demanded by e i t h e r  t h e  
i n d i v i d u a l  e n t r e p r e n e u r  o r  a l l  e n t r e p r e n e u r s  t o g e t h e r j  
and  i n  t h e  a b s e n c e  o f  s u c h  a  r e l a t i o n  t h e r e  i s  no 
room f o r  t h e  e x e r c i s e  o f  monopsony p o w er .  The i n t r o -  
. d u c t i o n  o f  a  minimum wage when t h e r e  i s  unemployment  
m e r e l y  means t h a t  e m p lo y e r s  come t o  be f a c e d  w i t h  a  
h o r i z o n t a l  s u p p l y  c u rv e  o f  l a b o r  a t  a  h i g h e r  l e v e l j  
employment  w i l l  t e n d  t o  be r e d u c e d  * and  t h e  unem ploy­
ment p r o b le m  i s  a g g r a v a t e d , "  12
I n e l a s t i c  Demand f o r  L ab o r  
“Any d i s c u s s i o n  o f  t h e  i m p a c t  o f  wage c h a n g e s  on 
e m p lo y m e n t , "  w r i t e  L lo yd  G;' R e y n o ld s  and  P e t e r  G reg o ry J  
" i m p l i c i t l y  i n v o l v e s  a n  e s t i m a t e  o f  t h e  e l a s t i c i t y  o f  demand 
f o r  labor."-*-3 The c o m p e t i t i v e  m ode l j  i t  h a s  b e e n  s e e n ,  a ssum es  
t h a t  t h e  e l a s t i c i t y  o f  demand f o r  l a b o r  i s  g r e a t e r  t h a n  z e r o .  
T h u s ,  o t h e r  t h i n g s  b e i n g  e q u a l ;  a n  i n d e p e n d e n t  wage i n c r e a s e
Jo h n  E ;  Moes, L o c a l  S u b s i d i e s  F o r  I n d u s t r y  (C h a p e l  
H i l l i  U n i v e r s i t y  o f  N o r th  C a r o l i n a  P r  e s s ' ,' 1 9 ^ 2 ) p p • Z 0 b - 2 0 6 ,
13 L loyd  G.' R e y n o ld s  and  P e t e r  G regory^  Wages i P r o ­
d u c t i v i t y ^  and I n d u s t r i a l i z a t i o n  i n  P u e r t o  R i c o ( HomewoodJ 
I l l i n o i s  s R i c h a r d  b ,  I r w i n ,  I n c . ,  1 9 6 $ ) f  p .  §1>.
m ust  r e s u l t  i n  a  d e c r e a s e  i n  employment  i n  a  c o m p e t i t i v e  
f i r m .  Now, i f  i n s t e a d  i t  i s  assum ed t h a t  t h e  e l a s t i c i t y  o f  
demand f o r  l a b o r  i s  j u s t  z e r o ,  i t  f o l l o w s  t h a t  a  minimum wage 
i n c r e a s e  w i l l ,  c e t e r i s  p a r i b u s 9 n o t  r e s u l t  i n  a  r e d u c t i o n  o f  
e m ploym en t .  A demand c u r v e  w i t h  t h i s  c o n f i g u r a t i o n  c o u l d  
o c c u r  i n  a n  o l i g o p o l i s t i c  s i t u a t i o n  where  t h e  f i r m ’ s p r o d u c t  
demand c u rv e  i s  k i n k e d  and  d i s c o n t i n u o u s  f o r  some r a n g e ,  o r ,  
i n  a  s i t u a t i o n  where  t h e  p r o p o r t i o n s  o f  l a b o r  and  c a p i t a l  
a r e  t e c h n i c a l l y  f i x e d  t o  t h e  f i r m  i n  t h e  s h o r t - r u n .
O l i g o p o l y  and t h e  K inked  Demand Curve
I n  c l a s s i c a l  e c o n o m ic s ,  p r o d u c t  m a r k e t s  a r e  o r g a n i z e d  
a l o n g  t h e  l i n e s  o f  e i t h e r  p u re  c o m p e t i t i o n  o r  p u r e  m onopoly .
The d i f f e r e n c e  i n  t h e s e  two m a rk e t  s t r u c t u r e s  i s  fo u n d  i n  t h e  
f i r m ’ s p r o d u c t  demand e l a s t i c i t i e s ,  i e . ,  t h e  d e g r e e  t o  w h ich  
t h e  f i r m  c o n t r o l s  t h e  p r i c e  i t  c h a r g e s .  I n  c o m p e t i t i o n  t h e  
f i r m  h as  no c o n t r o l  o v e r  p r i c e ,  s o  i t s  demand c u r v e  i s  i n ­
f i n i t e l y  e l a s t i c .  B u t ,  i n  monopoly  t h e  f i r m  c a n  a f f e c t  p r i c e  
by i t s  o u t p u t  d e c i s i o n s ,  s o  i t s  p r o d u c t  demand c u rv e  i s  l e s s  
t h a n  p e r f e c t l y  e l a s t i c .
The e l a s t i c i t y  o f  demand f o r  l a b o r  i s  " a  w e i g h t e d  
a v e r a g e  o f  t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n  o f  c a p i t a l  f o r  l a b o r  
and  t h e  e l a s t i c i t y  o f  { p r o d u c t  d e m a n d ." * ^  B ecause  p r i c e  r e m a in s
^ F e r g u s o n , The N e o c l a s s i c a l  T h e o ry  o f  P r o d u c t i o n  and 
D i s t r i b u t i o n , p .  237~
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c o n s t a n t  a s  t h e  c o m p e t i t i v e  f i r m  e x p an d s  p r o d u c t i o n ,  i t s  
e l a s t i c i t y  o f  demand f o r  l a b o r  i s  j u s t  a  f u n c t i o n  o f  t h e  
e l a s t i c i t y  o f  s u b s t i t u t i o n .  Because  t h e  p r i c e  o f  o u t p u t  
d e c l i n e s  a s  t h e  m o n o p o l i s t  ex p an d s  p r o d u c t i o n ,  h i s  demand 
f o r  l a b o r  ( a s s u m in g  t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n  t o  be 
t h e  same) m ust  be l e s s  e l a s t i c  t h a n  i n  t h e  c o m p e t i t i v e  
f i r m .  T h us ,  a l l  o t h e r  t h i n g s  b e i n g  e q u a l ,  a  g i v e n  change  
i n  wages  w i l l  r e s u l t  i n  a  g r e a t e r  change  i n  employment  i n  
t h e  c o m p e t i t i v e  f i r m  t h a n  i n  t h e  m onopoly .  But i n  b o t h  
c a s e s ,  a  minimum wage i n c r e a s e  w i l l  r e s u l t  i n  some unem ploy­
m en t .
I n  r e c e n t  t i m e s ,  some e c o n o m i s t s  have  d i s c a r d e d  t h e  
m odels  o f  p u r e  c o m p e t i t i o n  and p u r e  monopoly ,  c h a r g i n g  t h a t  
t h e s e  m odels  a r e  u n n e c e s s a r i l y  r e s t r i c t i v e  a nd  u n r e a l i s t i c . *5 
T h e re  a r e  r a r e l y ,  t h e y  c o n t e n d ,  many f i r m s  c o m p e t in g  t o  s e l l  
a  homogeneous p r o d u c t  o r  one f i r m  s e l l i n g  a  p r o d u c t  t h a t  h a s  
no  c l o s e  s u b s t i t u t e s ,  R a t h e r i  "The commonest m a r k e t  s i t u a ­
t i o n  i s  one o f  o l i g o p o l y  w i t h  p r o d u c t  d i f f e r e n t i a t i o n ,  i n  
w h ic h  c a s e  t h e  demand c u r v e  m ust  be r e g a r d e d  a s  k i n k e d  (an d  
t h e  m a r g i n a l  r e v e n u e  c u rv e  a s  d i s c o n t i n u o u s )  a t  t h e  e x i s t i n g
^ " C o m p e t i t i o n  i s a lw ay s  i n  c o u r s e  o f  b r i n g i n g  i t s e l f  
t o  a n  e n d .  At. a n y  moment i n  p r o s p e r o u s  modern i n d u s t r i e s ,  
t h e  number  o f  f i r m s  i s  t e n d i n g  t o  f a l l  and  c o m p e t i t i o n  i s  
becom ing  more o l i g o p o l i s t i c . "  R o b i n s o n ,  The Econom ics  o f  
I m p e r f e c t  C o m p e t i t i o n , p .  i x .
•”2 6 -
p r i c e . ” l 6 T h a t  i s ,  i n  most  s i t u a t i o n s  t h e r e  w i l l  he a  s m a l l  
number  o f  f i r m s  c o m p e t in g '  and- a  " c u s to m a r y "  p r i c e  p r e v a i l i n g  
i n  t h e  m a rk e t  f ro m  w h ich  a n y  i n d i v i d u a l  f i r m  w i l l  be a f r a i d  
t o  move. To r a i s e  h i s  p r i c e  i f  o t h e r s  d i d  n o t  a l s o  i n c r e a s e  
t h e i r  p r i c e s  would  mean a  d r a s t i c  r e d u c t i o n  i n  h i s  r e v e n u e ,  
a s  would  a  p r i c e  c u t  i f  o t h e r s  i n t r o d u c e d  s i m i l a r  p r i c e  c u t s .
S i n c e  t h e  e l a s t i c i t y  o f  demand f o r  l a b o r  i s  a  f u n c t i o n
o f  t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n ,  a n d ,  i n  i m p e r f e c t  c o m p e t i ­
t i o n ^  t h e  e l a s t i c i t y  o f  t h e  r e v e n u e  s c h e d u l e  m a r g i n a l  t o  
demand,  t h e  o l i g o p o l i s t ’ s demand c u r v e  f o r  l a b o r  w i l l  be 
t o t a l l y  i n e l a s t i c  o v e r  some r a n g e  ( b e c a u s e  o f  t h e  d i s c o n t i n ­
u i t y  i n  m a r g i n a l  r e v e n u e ) .  Thus t h e  o l i g o p o l i s t  w i l l  h i r e  
t h a t  number  o f  w o r k e r s ,  i r r e g a r d l e s s  o f  t h e  wage r a t e  i t  must  
p a y ,  w h ic h  i s  r e q u i r e d  t o  p ro d u ce  t h e  l e v e l  o f  o u t p u t  w h ic h  
w i l l  n o t  d i s t u r b  t h e  c u s t o m a r y  p r i c e .  To q u o t e  R e y n o ld s  a g a i n !
I n  t h i s  c a s e  one c a n n o t  r e a l l y  s a y  t h a t  o u t p u t  and
employment  a r e  d e t e r m i n e d  by t h e  i n t e r s e c t i o n  o f  t h e  
( h o r i z o n t a l )  m a r g i n a l  c o s t  c u r v e  and  t h e  ( d i s c o n t i n u o u s )  
m a r g i n a l  r e v e n u e  c u r v e .  The c a u s a l  s e q u e n c e  s t a r t s  
r a t h e r  w i t h  t h e  d e t e r m i n a t i o n  o f  a  p r i c e  f o r  t h e  
p r o d u c t .  T h is  d e c i s i o n  i s  p r o b a b l y  h e a v i l y  i n f l u e n c e d  
by c o n s i d e r a t i o n  o f  t h e  f i r m ’ s  l o n g - r a n g e  m a r k e t  
s t r a t e g y  v i s - a - v i s  c o m p e t in g  f i r m s ,  and  t a k e s  i n t o  
a c c o u n t  c o s t  c h an g e s  common t o  t h e  i n d u s t r y  a s  a  
w h o le ,  b u t  i s  v e r y  l i t t l e  i n f l u e n c e d  by  c o s t  c h an g e s  
p e c u l i a r  t o  t h e  f i r m  i n  q u e s t i o n .  Once t h e  p r i c e  
h a s  b e e n  s e t ,  o u t p u t  i s  d e t e r m i n e d  s o l e l y  by t h e
•^ L lo y d  G. R e y n o l d s ,  "Toward A S h o r t  Run T h eo ry  o f  
W ag es ,"  AER, V o l .  38 (M arch ,  1 9 W ,  p .  2 97 .
f i r m ' s  e s t i m a t e  o f  how much c an  be s o l d  a t  t h i s  p r i c e .  
C o s t  c o n s i d e r a t i o n s  a r e  n o t  d i r e c t l y  i n v o l v e d  i n  t h e  
o u t p u t  d e c i s i o n .  17
F o r  many r e a s o n s ,  c o m p e t in g  f i r m s  i n  t h e  same i n d u s t r y
may pay  d i f f e r e n t  wage r a t e s .  I f  t h i s  s h o u l d  be t h e  c a s e ,  a
minimum wage o r d e r  w i l l  have  a d i f f e r e n t i a l  im pac t*  low-wage
f i r m s  w i l l  have  g r e a t  c o s t  i n c r e a s e s  w h i l e  h ig h -w a g e  f i r m s
may be u n a f f e c t e d .  C o s t  i n c r e a s e s  w i l l  t e n d  t o  be p a r t i c u l a r
t o  f i r m s  and  n o t  common t o  t h e  i n d u s t r y .  And i f  l a b o r  demand
c u r v e s  a r e  i n  f a c t  k i n k e d ,  t h e  minimum wage w i l l  n o t  r e s u l t
i n  a  r e d u c t i o n  i n  o u t p u t  o r  a  change  i n  t h e  p r o d u c t  p r i c e .
Low and  h ig h -w ag e  f i r m s  a l i k e  w i l l  m a i n t a i n  t h e  same l e v e l  o f
p r o d u c t i o n ,  a l t h o u g h  p r o f i t s  w i l l  be r e d u c e d  i n  t h e  f o r m e r .
Hence t h e  minimum wage i n  o l i g o p o l y  c a n  r a i s e  t h e  wages o f
t h e  low p a i d  w o r k e r s  w i t h o u t  c a u s i n g  unem ploym ent— a t  l e a s t
1 8i n  t h e  s h o r t - r i m . '
17 I b i d . p .  2 9 7 .
18 Of c o u r s e ,  when o u t p u t  r e m a in s  c o n s t a n t  and c o s t s  
r i s e  b u t  p r i c e s  do n o t ,  p r o f i t s  must  f a l l .  And i f  p r o f i t s  
f a l l  e n o u g h ,  i n  t h e  l o n g - r u n  a f i r m  may make some s o r t  o f  
a d j u s t m e n t  w h ic h  w i l l  n o t  be f a v o r a b l e  t o  l a b o r .  T h i s ,  
R e y n o ld s  d o e s  n o t  deny* " I t  f o l l o w s  (from t h e  o l i g o p o l y  
modeTJ t h a t  t h e r e  i s  no r e a s o n  why a  wage i n c r e a s e  ( o r  any  
o t h e r  c o s t  i n c r e a s e )  c o n f i n e d  t o  t h e  f i r m  i n  q u e s t i o n  s h o u l d  
have  a n y  e f f e c t  on o u t p u t ,  u n l e s s  a  l e v e l  o f  c o s t s  i s  r e a c h e d  
w h ic h  f o r c e s  t h e  f i r m  t o  s u s p e n d  o p e r a t i o n s  e n t i r e l y  . . . 
T h i s  i s  n o t  t o ’s a y ,  o f  c o u r s e ,  t h a t  a  wage i n c r e a s e  w i l l  
have  no e f f e c t s  a t  a l l .  I f  t h e  f i r m ' s  n e t  r e v e n u e  i s  r e d u c e d  
t h e r e  a r e  l i k e l y  t o  be e f f e c t s  on i t s  i n v e s t m e n t  e x p e n d i t u r e s  
d i v i d e n d  p a y m e n ts ,  c a s h  b a l a n c e s ,  and  so  o n .  A l l  t h a t  i s  
c l a i m e d  h e r e  i s  t h a t  t h e r e  i s  no d i r e c t  e f f e c t  on o u t p u t  
s u c h  a s  one would  i n f e r  f rom  t h e  e x i s t i n g  t h e o r y  o f  t h e  f i r m .  
I b i d ,  pp .  2 9 7 - 9 3 .  ••
A s m a l l  d i a g r a m  may h e l p  t o  i l l u s t r a t e  t h i s  a rg u m e n ts
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S and N a r e  r i v a l  f i r m s  o p e r a t i n g  i n  a n  o l i g o p o l i s t i c  
i n d u s t r y .  They p ro d u c e  good Y and c h a r g e  t h e  ' ' a d m i n i s t e r e d ’' 
p r i c e  X, F i rm  S h as  a n  a d v a n t a g e  f o r  i t  i s  i n  a  low-wage 
l a b o r  m a r k e t .  F i rm  N must  pay  h i g h e r  wages t o  o b t a i n  i t s  
r e q u i s i t e  w o r k f o r c e .  Now, su p p o s e  t h a t  a  n a t i o n a l  minimum 
wage o f  OW’ i s  e s t a b l i s h e d .  Because  t h e  minimum h a s  a  d i f f ­
e r e n t i a l  i m p a c t ,  S w i l l -  n o t  e x p e c t  N t o  f o l l o w  t h e  p r i c e  
i n c r e a s e  i t  would  n e e d  t o  c o v e r  t h e  i n c r e a s e d  p r o d u c t i o n  
c o s t s .  There  i s ,  t h e r e f o r e ,  no change  i n  p r i c e  and t h e  k i n k  
rem a ins '  a t  t h e  same l e v e l .  B ecause  t h e  l a b o r  s u p p l y  s c h e d u l e  
c o n t i n u e s  t o  c u t  t h r o u g h  t h e  gap  i n  t h e  l a b o r  demand s c h e d u l e s ,  
t h e  o p t i m a l  l e v e l  o f  employment  and  o u t p u t  in .  t h e  i n d u s t r y  and 
i n  e a c h  f i r m  does  n o t  c h a n g e .  The m ain  e f f e c t  o f  t h e  minimum
wage i s  t o  a l t e r  t h e  r e l a t i v e  s i z e  o f  t h e  s h a r e s  g o i n g  t o
p r o f i t s  and w a g e s , ^9
The p r o p o s i t i o n  t h a t  a  minimum wage w i l l  n o t  c a u s e
unemployment  i n  an  o l i g o p o l i s t i c  i n d u s t r y  d e p en d s  upon t h e
a s s u m p t i o n  t h a t  r i v a l  f i r m s  pay  d i s s i m i l a r  wage r a t e s .  I f ,
h o w e v e r ,  t h e  o l i g o p o l i s t i c  f i r m s  d e a l  i n  one l a b o r  m a r k e t
and pay  e q u a l  w ag es ,  t h e  a r g u m e n t . d o es  n o t  h o l d .  T h i s  has
b e en  p o i n t e d  o u t  by F r i t z  Machlupi
I f  t h e  c o m p e t i t o r s  o f  t h e  f i r m  must  pay  t h e  same o r  
s i m i l a r  wage i n c r e a s e s ,  t h e  s i t u a t i o n  i s  a l t o g e t h e r  
d i f f e r e n t :  t h e  o l i g o p o l i s t i c  s a l e s  c u rv e  w i l l  s h i f t
b e c a u s e  e a c h  p r o d u c e r  i s  a p t  t o  e x p e c t  h i s  c o m p e t i t o r s  
t o  f o l l o w  s u i t  when he r a i s e s  h i s  s e l l i n g  p r i c e  i n  
l i n e  w i t h  t h e  i n c r e a s e d  p r o d u c t i o n  c o s t ;  h e n c e ,  t h e  
' b r e a k '  o f  t h e  ' i m a g i n e d  demand c u r v e '  w i l l  o c c u r  a t  
a  h i g h e r  p r i c e ; b u t  a t  t h i s  i n c r e a s e d  p r i c e  t h e  
p h y s i c a l  s a l e s  volume w i l l  be s m a l l e r ,  and employment  
w i l l  have  t o  be r e d u c e d .  P r o p o s i t i o n s  a b o u t  o l i g o p o l y  
s i t u a t i o n s  making s e l l i n g  p r i c e s  i n f l e x i b l e  and 
employment  i n  t h e  f i r m  i n s e n s i t i v e  t o  i n c r e a s e d ' c o s t  
m ust  n o t  be g e n e r a l i z e d :  t h e y  a r e  n o t  l i k e l y  t o  h o ld
when t h e  c o s t s  o f  c o m p e t in g  p r o d u c e r s  a r e  a l s o  i n ­
c r e a s e d .  20
Hence,  employment  w i l l  f a l l  i n  a n  o l i g o p o l i s t i c  f i r m  
when wages r i s e  i f  t h e  p e r c e n t a g e  r a t e  o f  change  i s  t h e  
same f o r  i t s  r i v a l s ,  b u t  t h i s  may t a k e  more t im e  t h a n  i n  a 
c o m p e t i t i v e  o r  m o n o p o l i s t i c  f i r m .  And i n  t h e  e n d ,  w i t h o u t
9po r  f u r t h e r  d i s c u s s i o n  o f  employment  d e t e r m i n a t i o n  
u n d e r  o l i g o p o l y  s e e s  R o t h s c h i l d ,  The T h e o ry  o f  W ages , p p .  91 
- 9 2 ;  a n d ,  C a r t t e r ,  T h eo ry  o f  ' ' /ages -and E m ploym en t , p .  57 •
? 0F r i t z  M achlup ,  " R e j o i n d e r  t o  an  A n t i m a r g i n a l i s t , "  
AER, v o l .  37 (March,  1 9 ^ 7 ) ,  p .  153 .
a knowledge o f  the production fu n c t io n , i t  w i l l  he im possible  
to  d is t in g u is h  e m p ir ic a lly  between the minimum wage a d ju s t ­
ments o f  a com petitive  firm , an o l i g o p o l i s t ,  and a monopolist
— they w i l l  a l l  be c o n s is te n t  with' what one would expect from
21the com petitive  model.
The inqu iry  in to  the v a l i d i t y  o f  the o l i g o p o l i s t i c
model for  minimum wage a n a ly s is  should not r e s t  here . For,
one must s t i l l  asks "Are o l i g o p o l i s t i c  in d u s tr ie s  commonly
su b jec t  to.wage regulation?" Apparently Lloyd Reynolds
thought so when he wrote o l ig o p o ly  i s  "the commonest market
s i t u a t io n ,"  To F r itz  Machlup, the o l i g o p o l i s t i c  model i s
c e r ta in ly  not a genera l theory o f  employment in  the firm ,
22but "a s p e c ia l  case ,"  '
T ech n ica lly  Fixed Labor Requirements
Production occurs under co n d it io n s  o f  v a r ia b le  fa c to r  
proportions in  the com petitive model o f  the firm , i e . ,  the  
c a p i ta l - la b o r  r a t io  i s  f l e x i b l e .  Thus when su c c e s s iv e  doses  
o f  labor are added to  a f ix e d  sto ck  o f  c a p i t a l ,  output in ­
crea ses  although the marginal p h y s ic a l  product d e c l in e s  co n t in ­
u ou sly . I f  a minimum wage i s  imposed the firm  sim ply moves
21 That i s ,  g iven  a com petitive  la b o r . market there w i l l  
be a n egative  wage-employment r e la t io n s h ip  which i s  the  
com p etitive  h y p o th e s is ,  •
22 Machluo, "Rejoinder to an A n t im a r g in a l is t ,"
P. 153 .  ’
up i t s  n e g a t i v e l y  s l o p e d  l a b o r  demand c u r v e ,  l a y i n g - o f f  a  
number  o f  u n p r o f i t a b l e  w o r k e r s  and t h e n  o p e r a t e s  a t  a  
r e d u c e d  l e v e l . o f  o u t p u t .  A t  t h i s  lo w e r  l e v e l  o f  o u t p u t  
t h e  f i r m  c o n t i n u e s  t o  maximize  s h o r t - r u n  p r o f i t s .
P r o d u c t i o n , h o w e v e r |  may t h e o r e t i c a l l y  o c c u r  u n d e r  
c o n d i t i o n s  o f  f i x e d  f a c t o r  p r o p o r t i o n s  so  t h a t  t h e  c a p i t a l -  
l a b o r  r a t i o  i s  c o m p l e t e l y  i n f l e x i b l e  i n  t h e  s h o r t - r u n .  I n  
t h i s  c a s e  a s  l a b o r  i s  ad ded  t o  c a p i t a l ,  t h e  m a r g i n a l  p r o d u c t
i
r i s e s  v e r y  r a p i d l y  t o  t h e  optimum l e v e l  o f  o u t p u t ,  t h e n  
f a l l s  a b r u p t l y  t o  z e r o  when i t  i s  p a s s e d . ^  Thus l a b o r  
r e q u i r e m e n t s  a r e  t e c h n i c a l l y  f i x e d  and t h e  p l a n t  c a n  o p e r a t e  
e f f i c i e n t l y  w i t h  no more o r  no f e w e r  w o r k e r s .
M a r g i n a l  employment  a d j u s t m e n t s  t o  v/age c h a n g e s  would  
be a l l  b u t  p r e c l u d e d ,  t h e r e f o r e ,  t o  s. f i r m  o p e r a t i n g  w i t h  
. t h i s  i n f l e x i b l e  p r o d u c t i o n  f u n c t i o n .  Wages c o u l d  v a r y  o v e r  
wide  r a n g e s ,  b e tw e e n  z e r o  a t  t h e  l o w e r  l i m i t  and  t h e  a v e r a g e  
p r o d u c t  a t  t h e  u p p e r  l i m i t  ( t h i s  i s  t h e  s h u t - d o w n  p o i n t  
s i n c e  a n y  h i g h e r  wage more t h a n  e x h a u s t s  t h e  t o t a l  p r o d u c t ) ,  
w i t h o u t  employment  c h a n g e s  b e i n g  made by t h e  f i r m .
23
George S t i g l e r ,  " P r o d u c t i o n  and D i s t r i b u t i o n  i n  
t h e  S h o r t  R u n ,"  JP E , V o l .  XLVII (193 * 0 ,  p .  310
-32 -
I h i s  s i t u a t i o n  i s  shown "below i n  d i a g r a m m a t i c  t e r m s :
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.1
The f i r m  r e p r e s e n t e d  h e r e  h as  a  p r o d u c t i o n  f u n c t i o n  w i t h  
t e c h n i c a l l y  f i x e d  l a b o r  r e q u i r e m e n t s .  The r e l e v a n t  p o r t i o n  
o f  t h e ' m a r g i n a l  v a l u e  p r o d u c t  s c h e d u l e  ( t h e  l a b o r  demand 
s c h e d u l e )  i s  v e r t i c a l .  A t  t h e  low wage OW t h e  f i r m  employs 
ON w o r k e r s . I f  t h e  g o v e rn m e n t  im po ses  a  l e g a l  minimum wage 
i n  t h e  amount  o f  0W’ , t e c h n i c a l  c o n s i d e r a t i o n s  w i l l  d i c t a t e  
t h a t  t h e  f i r m  c o n t i n u e  t o  employ. ON w o r k e r s .  I f  i t  does  
r e t a i n ,  t h e s e  w o r k e r s ,  t h e  main  e f f e c t  o f  t h e  minimum wage
w i l l  be t o  a l t e r  t h e  income s h a r e s  g o i n g  t o  c a p i t a l  and
,  , 2bl a o o r .
2b."This i n e l a s t i c  nature o f  com petitive  sh ort-run  
demand co n d it io n s  i s ,  perhaps, to  some ex te n t  re sp o n s ib le  fo r  
the very s t i f f  a t t i tu d e s  o f  employers and trade unions in
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There have been em p irica l s tu d ie s  o f  a c tu a l marginal 
c o s t  curves which seem to  su ggest that many firms operate  
w ith  p lants  th a t  are more a ccu ra te ly  described  by the model 
w ith f ix ed  fa c to r  c o e f f i c i e n t s  than by the com petitive  
v a r ia b le  proportions model. For example, Richard A. L ester  
found when he questioned f i f t y  managers o f  Southern business  
firms th a t  most b e liev ed  they had decreasing  marginal var­
ia b le  c o s ts  up to  100  percent ca p a c ity  and that they max­
imized p r o f i t s  a t 100  percent c a p a c ity ,  . These same managers
in d ica ted  that  i t  would not be p o ss ib le  to  reduce operating
c o s ts  by lowering o u t p u t .^
wage n e g o t ia t io n s . For, in  th is  period , a r i s e  in  wages 
cannot be fo llow ed  by a . considerable  reduction  in  the  
number o f  employed i f  the equipment i s  to  be used a t  a l l j  
because to  rearrange p lant and production p rocesses i s  a 
slow b u s in e ss .  This w i l l  mean, th a t  the r i s e  in  wages w i l l  
lead  to  a r i s e  in  the wages b i l l  which, i f  the r i s e  in  wage 
r a tes  i s  .c o n s id e r a b le , may w e l l  ea t  in to  p r o f i t s ,  in t e r e s t ,  
d ep rec ia t io n  charges, and other overlie ad c o s t s .  And in  the 
sh ort  period , while c a p i t a l  cannot be transformed, there  
w i l l  be no escape from such a s i t u a t io n .  The i n e l a s t i c  
nature o f  short-term  demand w i l l  a lso  induce the trade  
unions to  r e s i s t  s tr o n g ly  any pressure towards lowering  
wages. For t h i s  would mainly mean th a t  l e s s  i s  paid to  
a l l  the workers w hile the increase  in  employment due to  
the f a l l  o f  wages would, during th is  period , be very sm all.
I f  we remember that under modern c o n d it io n s ,  with c a p i t a l  
equipment having a l i f e  extending over many years , the 'sh ort  
period' may. be very long indeed, i t  w i l l  be c le a r  th a t  such 
wage n e g o t ia t io n s  w i l l  be h o t ly  con tested ; for,, during that  
period at l e a s t ,  they w i l l  have an important in flu en ce  on 
how the in d u stry 's  product-.is shared between c a p i t a l  and 
labour." R oth sch ild , The Theory o f  V7ages, p. 23*
^■5r, A. L ester , "Shortcomings o f  Marginal A nalysis  
For Wage-Employment P rob lem s,A E R , Vol. 3 6 (19^6), p. 6 8 .
For a study with s im ila r  r e s u l t s  see  J o e l Dean, S t a t i s t i c a l  
Determination of Costs with S p e c ia l  Reference to  Marginal  
Costs (Chicago; U n iv ers ity  o f  Chicago P ress , 1 9 3 6 ) .
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From t h i s  e v i d e n c e  P r o f e s s o r  L e s t e r  and  o t h e r s ^  have
c o n c l u d e d  t h a t  a  minimum wage w i l l  g e n e r a l l y  have n o . e f f e c t
on a  f i r m ' s  l e v e l  o f  employments  L e s t e r  w r i t e s *
Most m a n u f a c t u r i n g  c o n c e r n s  a p p a r e n t l y  a r e  c o n s i d e r e d  
by t h e i r  e x e c u t i v e s  t o  be o p e r a t i n g  a t  d e c r e a s i n g  -unit  
v a r i a b l e  c o s t s  a l l  a l o n g  t h e  s c a l e  b e tw e e n  70 and  100 
p e r c e n t  o f  p l a n t  c a p a c i t y #  C o n s e q u e n t ly *  i t  i s  s e ld o m  
p r a c t i c a l  f o r  a  f i r m  t o  c u r t a i l  o u t p u t  ( a n d ,  t h e r e f o r e ,  
em ploym ent)  s i m p l y  i n  r e s p o n s e  t o  a n  i n c r e a s e  i n  wage 
r a t e s .  27
On t h i s  s u b j e c t ,  " m a r g i n a l i s t s , "  s u c h  a s  P r o f e s s o r
M achlup ,  a r e  wont  t o  p o i n t  o u t  t h a t  m a r k e t  i m p e r a t i v e s  w i l l
t a k e  p r e c e d e n c e  o v e r  t e c h n i c a l  c o n s i d e r a t i o n s  i n  t h e  e n d .
Machlup w r i t e s  s
To be s u r e ,  m a n u f a c t u r i n g  f i r m s  may n o t  ’ c u r t a i l  
o u t p u t '  i n  d i r e c t  r e s p o n s e  t o  wage i n c r e a s e s ;  t h e y  
a r e  more l i k e l y  t o  r a i s e  s e l l i n g  p r i c e s ,  w h ic h  i n  a  
g i v e n  m a r k e t  s i t u a t i o n  w i l l  r e d u c e  . s a l e s — s o  t h a t  
i t  would  be t h e  s a l e s  volume r a t h e r  t h a n  t h e  wage 
l e y e l  t h a t  a p p e a r s  as'  t h e  ' d i r e c t *  c a u se  o f  a n y  
o u t p u t  r e d u c t i o n s .  28
A l t e r n a t e l y ,  i f  a  f i r m  i s  e n g ag e d  i n  v e r y  a c t i v e  c o m p e t i t i o n ,
i t  c a n n o t  i n d e p e n d e n t l y  r a i s e  i t s  s e l l i n g  p r i c e  and s o  w i l l
have a  g r e a t  i n c e n t i v e  t o  e i t h e r  f i n d  a  new p l a n t  w h ic h  c u t s
t h e  l o s s e s  i t  i s  s u s t a i n i n g  on a p o r t i o n  o f  i t s  l a b o r  f o r c e ,
*^See  J .  Hamberg, "Minimum Wages and  t h e  L e v e l  o f  
E m p lo y m en t ,"  SEJ ,  V o l .  XV ( J u n e ,  19^9)»  PP» 3 2 2 - 3 6 .
271 L e s t e r ,  " S h o r t c o m in g s  o f  M a r g i n a l  A n a l y s i s  F o r  
Wage-Employment P r o b l e m s , "  p .  8 1 ,
p Q
Machlup ,  " R e j o i n d e r  t o  An A n t i m a r g i n a l i s t , "
p. 150.
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or, to  leave the in du stry  e n t i r e l y . ^9 Regardless o f  the 
adjustment p rocess , the m arg in a lis ts  argue th a t  the e f f e c t s  
on employment w i l l  not d i f f e r  appreciably  from what one 
would expect from com petitive wage theory, i e . ,  h igher  
wages w i l l  r e s u l t  in  unemployment.
The Economy o f  High Wages
Competitive theory s t a te s  th a t  there i s  one wage, 
and one wage on ly , a t  'which a g iven  number o f  workers w i l l  
be employed by a firm , g iven  the c a p i ta l  supply, technology ,  
and product p r ic e .  This dictum fo llo w s from the assumption  
th a t  la b o r 's  p h y s ica l p r o d u c t iv ity  depends upon the stock  
and q u a l i ty  o f  c a p ita l  and i s  independent o f  the wage r a te .
Wages, however, are a major determinant o f  the standard  
o f  l i v i n g ,  and the standard of l i v i n g ,  a t  l e a s t  up to  some 
p oint','does much to  determine the p r o d u c tiv ity  o f  labor.
That i s ,  a hungry and miserable worker i s  l i k e l y  to  produce 
much le s s  than a worker who i s  w e l l  fed and s a t i s  i f i e d  although  
they have s im ila r  machines. Therefore, to  the ex ten t  that
^ P ro fesso r ' L e s te r 's  rep ly  to  t h is  argument i s  that*. 
"Because there i s  no. minimum rate o f  p r o f i t s  and firms lo s in g  
money may continue to  operate at f u l l  c a p a c ity ,  i t  i s  p o ss ib le  
fo r  wages to be forced up a t  the expense' o f  p r o f i t s ,  even in  
an in d iv id u a l firm , w ithout causing a redu ction  o f  employment 
and investm ent in th at  firm  e i th e r  immediately or w ith in  one 
or two decades. S tudies o f  the p r o f i t s  o f  many corporations  
show th at  firms in v es t  new c a p i ta l  in  s p i t e  o f  the fa c t  that  
t h e ir  rate  o f  p r o f i t s  i s  lower than that ob ta in in g  in  other  
l in e s  of in d u stry , where p r o f i t s  are not only higher' but are 
in c r e a s in g ,  Economics of  Labor, p. 325*
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l a b o r  p r o d u c t i v i t y  i s  a  f u n c t i o n  o f  t h e  wage r a t e ,  i t  w i l l  
be u n t r u e  t h a t  o n l y  one wage r a t e  w i l l  be c o n s i s t e n t  w i t h  a  
g i v e n  l e v e l  o f  e m p lo y m en t* t h e r e  may be more t h a n  one e q u i l i b  
r i u m  p o s i t i o n *
Thus i t  h a s  b e en  w i d e l y  h e l d  t h a t  t h e r e  i s  “economy 
i n  h i g h  w a g e s . "  I f  t h e  wages  o f  t h e  p o o r  i n  " s w e a t e d  i n d u s t ­
r i e s "  a r e  r a i s e d ^  and  e m p lo y e r s  do n o t  i n s t a n t a n e o u s l y  d i s m i s s  
w o r k e r s ,  t h e i r  p r o d u c t i v i t y  may be s o  i n c r e a s e d  ( b e c a u s e  o f  
a n  im proved  s t a n d a r d  o f  l i v i n g — b e t t e r  h e a l t h ,  m o r a l e ,  e t c . )  
t h a t  t h e r e  w i l l  be no n e c e s s i t y  t o  r e d u c e  em p lo ym en t .  I n d e e d ,  
t h e r e  may be r e a s o n  f o r  employment  t o  e x p a n d .  Thus t h e  min­
imum wage law c a n  o n l y  h e l p  low-wage w o rk e r s *  i t  r a i s e s  low 
wages b u t  do es  n o t  r e d u c e  employment o p p o r t u n i t i e s —-and may 
expan d  them  b e c a u s e  o f  t h e  c o r r e s p o n d i n g  a d v a n c e  i n  p r o ­
d u c t i v i t y .
Pxgou w r i t e s *  "Even when low wages a r e  f a i r  w a g e s ,  
i n  t h e  s e n s e  o f  b e i n g  p r o p o r t i o n e d  t o  e f f i c i e n c y ,  i t  does  n o t  
n e c e s s a r i l y  f o l l o w  t h a t  a  h i g h e r  wage w i l l  n o t  be f a i r  a l s o .  
F o r ,  • . . i f  o n l y  a n  i n e f f i c i e n t  w o r k e r  c a n  be s e c u r e d  good 
paym ent  f o r  a  l i t t l e  w h i l e j  he o r  she  may be so  f a r  im proved  
i n  e f f i c i e n c y  a s  t o  become w o r t h  t h e  h i g h e r  w age .  I n s o f a r  
a s  t h e s e  t h i n g s  h a p p e n ,  t h e  n a t i o n a l  d i v i d e n d  w i l l  be p r o  
t a n t o  b e n e f i t t e d . "  The Econom ics  o f  W e l f a r e  (Londons M a cm il lan  
a n d  Companyj 1 9 2 0 ) ,  p 0 555*
On t h i s  s u b j e c t  R o t h s c h i l d  w r i t e s *  "With  a  g i v e n  
number  o f  w o rk e rs - .a n d  a  g i v e n  s u p p l y  o f  c a p i t a l ,  t h e  m a r g i n a l  
p r o d u c t i v i t y  t h e o r y  seems t o  f i x  q u i t e  u n i q u e l y  • . • t h e  
e q u i l i b r i u m  w age .  Any a t t e m p t  t o  r a i s e  t h e  wage above  t h a t  
l e v e l ,  o r  p r e s s  i t  be low i t ,  w ould  s e t  i n  m o t io n  econom ic  
f o r c e s ,  v i z . ,  c o m p e t i t i o n  among t h e  w o r k e r s  o r  e m p l o y e r s ,  
w h ic h  w ou ld  s o o n e r  o r  l a t e r  b r i n g  t h e  wage b a c k  t o  i t s  o l d  
l e v e l .  I f  t h i s  does  n o t  hap p en  i n s t a n t a n e o u s l y ,  h o w ev er ,  
i e . ,  i f  t h e  wage s t a y s  h i g h e r  f o r  some t i m e ,  t h e n ,  t h e  h i g h -  
wa.ge e c o n o m i s t s  s a y ,  s o m e th i n g  d i f f e r e n t  may h a p p e n .  The
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Diagrammatically the economy o f  high wages argument 





— Units o f  Labor
Figure III~h
I n i t i a l l y ,  the wage ra te  i s  OW and la b o r ’s marginal 
p r o d u c t iv ity  schedule i s  g iven  by MVP. The corresponding  
eq u ilib rium  l e v e l  o f  employment i s  ON. Suppose th a t  the 
government imposes a minimum wage in  the amount o f  OW', I f  
the firm does not Immediately reduce employment to  ON', as 
s t a t i c  com petitive  theory assumes, dynamic changes may be 
i n i t i a t e d  which w i l l  make t h i s  reduction  unnecessary. For, 
i f  workers l iv e d  in  substandard con d ition s  b e fo re , the b e t te r
h igher wage and the h igher standard o f  l i v i n g  th a t  goes with  
i t  w i l l  Increase the p r o d u c tiv ity  o f  the workers. This w i l l ,  
o f  course, a ls o  in crease  marginal p r o d u c t iv ity  and more 
workers w i l l  be employed a t  any g iven  wage than b efo re . In 
the end, because o f  t h i s  increased  demand, the same number 
o f  workers may be employed at the higher wage as were o r i ­
g in a l ly  employed at the lower wage. The old eq u ilibrium  has 
been replaced  by a new equilibrium ."  The Theory o f  Wages, 
pp. 29-30 .
s t a n d a r d  o f  l i v i n g  made a v a i l a b l e  by t h e  h i g h e r ,  wage r a t e
may so  improve  w o r k e r  e f f i c i e n c y  t h a t  t h e  m a r g i n a l  p r o d u c t i v i t y
s c h e d u l e  s h i f t s  o u t  t o  MVP' — o r  e v e n  f a r t h e r  t o  t h e  r i g h t .
Thus-ON, o r  m ore ,  u n i t s  o f  l a b o r  may be em ployed  a f t e r  t h e
minimum wage i n c r e a s e .
The economy o f  h i g h  wages a r g u m e n t ,  a l t h o u g h  p e r s u a s i v e ,
d o e s ,  a c c o r d i n g  t o  t h e  " o r t h o d o x "  t h e o r i s t s ,  c o n t a i n  f l a w s *
F i r s t ,  i t  seems t o  i g n o r e  t h e  i m p o r t a n t  d i s t i n c t i o n  b e tw ee n
employment i n  t e r m s  o f  human u n i t s  a n d  employment  i n  t e r m s  o f
e f f i c i e n c y  u n i t s .  As H ick s  w r i t e s j
An i n c r e a s e  i n  t h e  e f f i c i e n c y  i n  t h e  same p r o p o r t i o n  
a s  t h e  i n i t i a l  r i s e  i n  wages d o e s  no more t h a n  p r e v e n t  
l a b o u r - c o s t s  f rom  r i s i n g  a s  a  r e s u l t  o f  t h e  r i s e  i n  
w a g es ;  so  t h a t ,  o t h e r  t h i n g s  b e i n g  e q u a l ,  o n l y  t h e  
same q u a n t i t y  o f  l a b o u r  would  be demanded,  and s i n c e  
t h i s  i s  b e i n g  p r o v i d e d  by f e w e r  men, t h e r e  must  be a  
c o n s i d e r a b l e  amount o f  unem ploym en t .  31
S e c o n d ,  w h i l e  t h e  a rg u m e n t  i s  v a l i d  f o r  w o r k e r s  who a r e  " i l l -  
f e d ,  i l l - c l o t h e d ,  i l l - h o u s e d , "  i t  c a n  s c a r c e l y  be o f  much 
a n a l y t i c a l  v a l u e  f o r  employment  p ro b le m s  i n  modern i n d u s ­
t r i a l i z e d  n a t i o n s . ^  F o r ,  i n  t h e  m a in ,  t h e s e  w o r k e r s  l o n g  
ago a t t a i n e d  a  l e v e l  o f  income h i g h  enough  t o  meet  p h y s i o l o ­
g i c a l  n e e d s  so  t h a t  f u r t h e r  wage i n c r e a s e s  would  have l i t t l e
- ^ H i c k s ,  The T h e o ry  o f  W ages , p .  2 08 .
^ M a r t i n  B r o n f e n b r e n n e r ,  "Minimum Wages,  U n e m p l o y a b i l i t y ,  
and R e l i e f :  A T h e o r e t i c a l  N o t e , "  S B J . V o l .  X ( J u l y ,  1 9 ^ 3 ) ,
PP. 5 2 - 5 9 .
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e f f e c t  on e f f i c i e n c y —as in  a l l  th in gs  the p r in c ip le  o f .  
dim in ish ing  returns i s  a t  w o r k .^  And f i n a l l y ,  the economy 
o f  high wages argument depends upon an instantaneous improve­
ment in  worker e f f i c i e n c y ;  but, as Bronfenbrenner and others  
have pointed out, improvements in  worker p ro d u c t iv ity  are 
l i k e l y  to  take years rath er than weeks*. And i f  t h e ir  
improvement in  p ro d u c tiv ity  i s  slow in  m a te r ia l iz in g ,  and 
i f  com petitive  con d ition s  hold , some o f  the workers w i l l  
not remain employed long enough to b e n e f i t  from the higher  
wages. Then those who become unemployed may s u f f e r  a d e te r ­
io r a t io n  in  e f f i c i e n c y  and be much worse o f f  than they were 
i n i t i a l l y .
The Shock Model 
The economy o f  high wages argument s t a t e s  th a t  there  
may be several, wage ra te s  which are c o n s is te n t  with a given
. . when wages are low, a r i s e  in  wages may 
improve e f f i c i e n c y  very g r e a tly ;  but there i s  in  t h i s  matter 
a law o f  d im in ish ing  re tu rn s . The d if fe r e n c e  between a 
very low l e v e l  o f  wages' and one s l i g h t l y  h ig h e r - w i l l  i n e v i t ­
ab ly  be spent io  a very considerable  ex ten t  on ’n e c e s s i t ie s *  
- - i n  the sense o f  th ings which are n ecessary  to  keep a man 
in  a f u l l y  f i t . co n d it io n .
But as wages r i s e ,  th is  proportion must d e c l in e .
A fter  wages have reached a c e r ta in  l e v e l ,  only a few men w i l l  
spend any fu rth er  upon th in gs  which promote t h e ir  e f f i c i e n c y  
as workers."- Kicks, The Theory o f  Wages, pp. 96-97.
 ̂ "It i s  a lso  important to observe th a t  the favourable  
e f f e c t s  on e f f i c i e n c y  must show them selves f a i r l y  ra p id ly  i f
- ;10-
l e v e l  o f  employment because- worker p r o d u c t iv ity  i s  a function
o f  the wage r a te .  . This argument must be d istingu ished ' from
another labor p ro d u c tiv ity  p ro p o sit io n  which contends th a t ,
"when a wage in crease  i s  imposed management may be shocked
in to  grea ter  e f f i c i e n c y  lead ing  to  g rea ter  output per worker,
thereby o f f s e t t i n g  the c o s t  in crease  r e s u l t in g  from.the
higher wage r a t e . "35
This shock model, as expounded by Richard A. L ester ,
i s  an ex ten s io n  o f  the argument th a t  most firms have t e c h n ic a l ly
f ix e d  labor requirem ents, L ester  w r ite s :
R ep lies  from th ir ty - th r e e  firms [|o a q u estionn aire  
given  to  f i f t y  Southern b usiness  firms concerning  
the r e la t iv e  r o le  o f  d i f f e r e n t  fa c to r s  in  determ ining  
t h e ir  employment, a l t e r a t io n s  in  t h e ir  v a r ia b le  co s ts  
per u n it  with changes in  the rate  o f  output, and th e ir  
probable adjustments to  an in crease  in  wages r e la t iv e
they  are to  come to anything. As we have seen , there i s  
n ear ly  always l i k e l y  to  be an i n i t i a l  phase in  which the  
e f f e c t  o f  the higher wages on employment w i l l  not be con sid ­
e r a b le ,  I f ,  during t h i s  phase, the in d iv id u a l supply o f  
labour expands, w e l l  and good. . . . But once unemployment 
has appeared to any appreciable degree, i t  i s  i t s e l f  a fa c to r  
dim in ish ing  e f f ic ie n c y ."  I b id , pp. 209-10. See a lso  
Brofenbrenner, "Minimum wages , Unem ployability and R e l ie f :
A T h eo r et ica l Mote," pp. 52-591 and John Koes, Local 
S u b sid ies  For In d u stry , pp. 202-206.
^^ivioes, Local S ub sid ies  For In d u stry , p. 208.
3cR. H. Tawney, "The Establishm ent o f  Minimum Rates 
in  th e Chain.. Making Industry Under the’'Trade Board Act, o f  
1.909 (1-91^)11; and Reynolds, "Towrard a Short-Run Theory of  
Wag’esT”'pV”"2 9 7 , d iscu ss  the shock e f f e c t s  o f  imposed wage 
in creases  on management e f f i c i e n c y .
- In ­
t o  t h o s e  p a i d  by c o m p e t in g  p r o d u c e r s }  i n d i c a t e d  t h a t ,  
on t h e  a v e r a g e ,  u n i t  v a r i a b l e  c o s t s  ( t o  s a y  n o t h i n g  o f  
o v e r h e a d  p e r  u n i t )  i n c r e a s e  a b o u t  25 p e r c e n t  w i t h  a  
d r o p  i n  t h e  s c a l e  o f  p l a n t  o p e r a t i o n s  f rom 100  p e r c e n t  
t o  70 p e r c e n t  o f  c a p a c i t y .  I f  e m p lo y e r s  c o u l d  and 
would  c a l c u l a t e  m a r g i n a l  l a b o r  c o s t s  (w h ich  seems 
g e n e r a l l y  n o t  t o  be t h e  c a s e  i n  m odern ,  l a r g e - s c a l e  
i n d u s t r y ; ,  i t  w o u ld ,  t h e r e f o r e ,  n o t  be r a t i o n a l  f o r  
them t o  a d j u s t  t o  h i g h e r  Wages by d e l i b e r a t e l y  r e d u c i n g  
o u t p u t  ( t h e  s c a l e  o f  p l a n t  o p e r a t i o n s )  a s  m a r g i n a l i s t s  
f r e q u e n t l y  assume e m p lo y e r s  would  do i n  r e a c t i o n  t o  
an  i n c r e a s e  i n  t h e i r  wage s c a l e  r e l a t i v e  t o  s c a l e s  
p a i d  by  c o m p e t i t o r s .  37
The l a r g e s t  r e m a i n i n g  a r e a  o f  a d j u s t m e n t  i s  w h a t  
m ig h t  be c a l l e d  ' b e t t e r  m a n a g e m e n t ' ,  i n c l u d i n g  s u c h  
m a t t e r s  a s  t h e  s e l e c t i o n ,  f l o w ,  and  t r e a t m e n t  o f  
m a t e r i a l s ,  t h e  s c h e d u l i n g  o f  p r o d u c t i o n ,  o r g a n i z a t i o n  
o f  t h e  w ork ,  b e t t e r  s h i f t  a r r a n g e m e n t ,  r e g u l a r i z i n g  
s a l e s  and  em ploym ent ,  e t c . . . . . . . ..............   *
A c t u a l l y  t h e r e  i s  a  l a r g e  volume o f  e x p e r i e n c e  i n  t h e  
S o u t h  and e l s e w h e r e  i n d i c a t i n g  t h a t  r e a l  Im provem en ts  
i n  m anagement ,  so m e t im es  f o l l o w i n g  a l t e r a t i o n s  i n  
management p e r s o n n e l ,  have  o c c u r e d  when one o r  more 
f i r m s  have  b e e n  f o r c e d  t o  r a i s e  wage s c a l e s  b e c a u s e  
o f  t h e  t h r e a t  o f  u n i o n i s m ,  t h e  c e r t i f i c a t i o n  o f  a 
u n i o n  a s  b a r g a i n i n g  a g e n t  a f t e r  a n  o r g a n i z i n g  c a m p a ig n ,  
o r  minimum wages r e s u l t i n g  f rom  g o v e r n m e n t a l  a c t i o n .  
P a r t  o f  t h e  r e l a t i v e  im provem en t  i n  management i n  t h e  
a f f e c t e d  f i r m s  would  have  b e en  p r o f i t a b l e  b e f o r e  t h e  
h i g h e r  wage s c a l e  t o o k  e f f e c t .  M a r g i n a l i s t s  a r e  p ro n e  
t o  o v e r l o o k  t h e  marked d i f f e r e n c e s  i n  management 
e f f i c i e n c y  and t h e  f a c t  t h a t  management p e r s o n n e l ,  
and n o t  t h e  w o r k f o r c e ,  may be a l t e r e d  when t h e  f i r m ' s  
o p e r a t i o n s  a r e  u n p r o f i t a b l e . The management s t i m ­
u l a t i n g  e f f e c t s  o f  i n d e p e n d e n t  f i r m  i n c r e a s e s  i n  wages 
and  o f  h i g h e r  minimum wages  a r e  common knowledge  i n  
b u s i n e s s  c i r c 3 .e s  i n  t h e  S o u t h .  M ore o v e r ,  a n s w e r s  o f  
e x e c u t i v e s  o f  43 S o u t h e r n  f i r m s  i n d i c a t e d  t h a t  t h e  
' s h o c k '  o f  a  r e l a t i v e  wage i n c r e a s e  i n  a  low-wage.  
s e c t i o n  o f  an  i n d u s t r y  may f r e q u e n t l y  l e a d  t o  i n c r e a s e d  
s a l e s  e f f o r t s  and t h u s  p e r h a p s  e x p a n d  s a l e s ,  p r o d u c t i o n
3 7  . .- " R i c h a r d  A. L e s t e r ,  " S o u t h e r n  Wage D i f f e r e n t i a l s j
D e v e lo p m e n t s ,  A n a l y s i s  and I m p l i c a t i o n s ,  J P E , V o l .  X I I I  
( A p r i l ,  1 9 4 7 ) ,  p .  3 8 6 .
-4 2 -
and  employment  beyond t h e  volume t h a t  o t h e r w i s e  
would  p r e v a i l — a r e s u l t  c o m p l e t e l y  o p p o s i t e  t o  
t h e  e x p e c t a t i o n s  o f  t h e  m a r g i n a l i s t s ,  38
Only  t h e  most  adam ant  o f  t h e  " m a r g i n a l i s t s "  would  
den y  t h a t  a n  imposed  wage i n c r e a s e  c o u l d  r e s u l t  i n  a n  im p ro v e ­
ment i n  m a n a g e r i a l  e f f i c i e n c y ,  To do s o ,  w o u ld ,  a s  D oug la s  
p u t s  i t ,  be a  c o m p le te  a c c e p t a n c e  o f  t h e  " c o n c e p t  o f  t h e  
o m n i s c i e n t  and  u n t i r i n g  econom ic  m a n . M a r g i n a l i s t s ,  
h o w e v e r ,  do d en y  t h a t  much i n  t h e  way o f  r e l i e f  c a n  be 
e x p e c t e d  a l o n g  t h e s e  l i n e s .  F o r  i n  t h e  f i r s t  p l a c e ,  a s  i n  
t h e  " h i g h  wage m o d e l , "  an  i n c r e a s e  i n  w o r k e r  p r o d u c t i v i t y - -  
i n  t h i s  i n s t a n c e  b e c a u s e  o f  im proved  m anagement— i n  t h e  same 
p r o p o r t i o n  a s  t h e  i n i t i a l  r i s e  i n  wages w i l l  l e a v e  t h e  demand 
f o r  l a b o r  unch ang ed  i n  e f f i c i e n c y  u n i t s  and  t h e r e f o r e  r e p r e s e n t  
a  d r o p  i n  t h e  demand f o r  men. A l s o ,  t h i s  im provem en t  i n  
p r o d u c t i v i t y  must  come so o n  a f t e r  t h e  wage i n c r e a s e  o r  t h e  
f i r m  w i l l  be f o r c e d  down some o t h e r  p a t h  o f  a d j u s t m e n t .  I f  
p o s s i b l e ,  t h e  f i r m  w i l l  r a i s e  p r i c e s  w h ic h  w i l l  r e d u c e  s a l e s  
and c o n s e q u e n t l y  em ploym ent ,  o r ,  i t  w i l l  r e d u c e  i t s  demand f o r  
l a b o r  by i n s t a l l i n g  l a b o r - s a v i n g  m a c h in e r y  o r  by l e a v i n g  t h e  
i n d u s t r y  e n t i r e l y . A g a i n ,  t h e  o r t h o d o x  t h e o r i s t s  m a i n t a i n
A. L e s t e r ,  " M a r g in a l i s m ,  Minimum W ages , and 
L ab o r  M a r k e t s , "  AER, V o l .  37 (March ,  1 $ 4 ? ) ,  p .  345 .
- ^ D o u g l a s T h e T h eo ry  o f  V/ages. p .  73*
^ ° " C e r t a i n l y  Trade  Union [and Wage Board] p r e s s u r e  
■ w i l l  f o r c e  e n t r e p r e n e u r s  t o  l o o k  a b o u t  t h e m , t o  r e o r g a n i s e  .
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t h a t  t h e  employm ent  e f f e c t s  o f  a  minimum wage i n c r e a s e  w i l l  
"be a s  t h e  c o m p e t i t i v e  model  p r e d i c t s ,  s h o c k  e f f e c t s  n o t  w i t h ­
s t a n d i n g . .
Summary
I n  summary, t h e r e  a r e  s e v e r a l  a l t e r n a t e  m odels  o f  t h e  
f i r m  w h ic h  p r e d i c t  minimum wage c o n s e q u e n c e s  q u i t e  d i f f e r e n t  
f rom  t h o s e  g i v e n  by t h e  c o m p e t i t i v e  wage m o d e l .  The g e n e r a l  
h y p o t h e s i s  d rawn f ro m  t h e s e  models  i s  t h a t  a  f i r m  w i l l  e i t h e r  
m a i n t a i n  t h e  same l e v e l  o f  employment o r  i n c r e a s e  i t s  w o rk ­
f o r c e  ( a s s u m in g  ex og en ou s  i n f l u e n c e s  on employment  r e m a i n  
c o n s t a n t )  when t h e  go v e rn m e n t  o r d e r s  i t  t o  pay  h i g h e r  w ages , '  
T h e r e f o r e  a l l  t h e  low-wage w o r k e r s  a f f e c t e d  by t h e  minimum 
b e n e f i t  and  p o v e r t y  i s  r e d u c e d  t o  t h i s  e x t e n t , ’
and t o  i n t r o d u c e  ^up t o  d a t e *  m e t h o d s .  But a t  b e s t  t h e s e  
a c t i v i t i e s  c a n  o n l y  s l i g h t l y  r a i s e  t h e  m a r g i n a l  p r o d u c t i v i t y  . 
o f  l a b o r ,  and  s o  o n l y  s l i g h t l y  weaken  t h e  e f f e c t i v e n e s s  o f  
t h e  f o r c e s  t e n d i n g  t o  unem ploym ent .  F o r  r e o r g a n i s a t i o n  i s  
bound t o  have a  b i a s  i n  f a v o u r  o f  l a b o u r - s a v i n g  c h an g e s?  i t s  
e f f e c t  on t h e  m a r g i n a l  p r o d u c t i v i t y  o f  c a p i t a l  i s  bound t o  
be much more f a v o u r a b l e  t h a n  i t s  e f f e c t  on t h e  m a r g i n a l  
p r o d u c t i v i t y  o f  l a b o u r , "  H i c k s j  The T h e o ry  o f  Wages, p .  2 0 4 ,  
On t h i s  s u b j e c t  Jo h n  Moes w r i t e s * '  "M o re o v e r ,  e f f e c t i n g  
g a i n s  i n  e f f i c i e n c y  may a t  l e a s t  i n  p a r t  t a k e  t h e  fo rm  o f  
l a b o r - s a v i n g  m e a s u r e s  s o  - t h a t  t h e  unemployment  p r o b le m  c a n  
be a g g r a v a t e d ,  e v e n  i f  o u t p u t  f a l l s  l i t t l e  o r  n o t  a t  a l l , .  I n  
t h e  c a s e  a t  hand  i t  would  be q u i t e  n a t u r a l  i f  m a n a g e r i a l  
i n g e n u i t y  s h o u l d  t u r n  i n  t h a t  d i r e c t i o n , "  Local. S u b s i d i e s  
F o r  I n d u s t r y , p « 2 0 ,
CHAPTER IV
EMPIRICALLY TESTABLE HYPOTHESES
T h e o r e t i c a l l y ,  t h e n ,  t h e  1 9 6? minimum wage o r d e r  i n  
t h e  l a u n d r y ,  c l e a n i n g  and  d y e i n g  i n d u s t r y  may o r .  may n o t  
have  had  t h o s e  e f f e c t s  w h ic h  a r e  i n t e n d e d  by t h e  F a i r  L a b o r  
S t a n d a r d s  Act*' Wage t h e o r y  i s  s p l i t  on t h i s  i s s u e .  On t h e  
one h a n d j  c o m p e t i t i v e '  t h e o r y  i n d i c a t e s  t h a t  p o v e r t y  among 
t h e  w o r k e r s  o f  - the l a u n d r y J  c l e a n i n g  and  d y e i n g  i n d u s t r y  
m ust  have  b e e n  made more a c u t e  f o l l o w i n g  t h e  i m p o s i t i o n  o f  
t h e  h i g h e r  wage b e c a u s e  j o b s  would  have  b e en  e l i m i n a t e d  and 
w o r k e r s  i d l e d .  But on t h e  o t h e r  hand^ n o n - c o m p e t i t i v e  t h e o r y  
s u g g e s t s  t h a t  p o v e r t y  would  have b e e n  a m e l i o r a t e d  by t h e  
minimum b e c a u s e  h i g h e r  incom es would  have  b e e n  a t t a i n e d  w i t h ­
o u t  a n y  r e d u c t i o n  i n  em ploym en t .
W hile  t h i s  t h e o r e t i c a l  d i s c u s s i o n  h as  b e e n  i n c o n c l u s i v e ,  
i t  h a s  p r o v i d e d  a  f ram ew ork  and s u g g e s t e d  a n  a p p r o a c h  f o r  an  
e m p i r i c a l  i n v e s t i g a t i o n ,  C l e a r l y i  t o  r e a c h  some ju d g em en t  a s  
t o  t h e  w e l f a r e  e f f e c t s  o f  t h e  minimum wage i n  t h e  l a u n d r y ;  
c l e a n i n g  and  d y e i n g  i n d u s t r y ,  some method m ust  be fo u n d  f o r  
t e s t i n g  t h e  v a l i d i t y  o f  t h e  o p p o s i n g  w age-em ploym en t  h y p o t h ­
e s e s ,  F o r  i f  i t  c a n  be e m p i r i c a l l y  d e m o n s t r a t e d  t h a t  t h e  
h i g h e r  wage r e s u l t e d  i n  a  l o s s  o f  employm ent  ( t h e  c o m p e t i t i v e
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h y p o th e s is ) ,  one may conclude that poverty was not reduced an' 
th a t  the F a ir  Labor Standards Act does not appear to  have 
accomplished i t s  o b jec t iv e  in  t h i s  ca se .  Of course, the  
converse a lso  holds tr u e .  Let us drop the d isc u ss io n  o f  
wage theory , th e r e fo r e ,  and now con sid er  how the employment 
e f f e c t s  o f  the 19 ^7  minimum wage order may be in d u c t iv e ly  
determined.
Changes in  Total Industry Employment 
I f  the firms o f  an industry  behave as though they are 
co m p etit iv e , i t  fo llow s from theory that  one could expect to  
observe a reduction  in  t o t a l  industry  employment fo l lo w in g  a 
minimum wage in c r e a se ,  other th ings remaining equal. Con­
v e r s e ly ,  i f  th ese  firms behave as non-com petitors, t o t a l  
in du stry  employment would remain unchanged, or, in crease  
under some c o n d it io n s .  However, as has been mentioned 
e a r l i e r ,  i t  i s  u n lik e ly  th a t  the e f f e c t s  on employment o f  
the minimum wage can be observed by comparing changes in  
aggregate employment. For th ings r a r e ly  remain the same 
even fo r  very sh ort periods of times labor supply and demand 
are c o n sta n t ly  changing. And s in ce  the 1967 minimum wage 
order required only modest cost  in crea ses  in  the laundry, 
c lea n in g  and dyeing in d u stry , any changes In t o t a l  industry  
employment could s c a r c e ly  be a t tr ib u ted  to  the ' in flu en ce  o f  
the minimum wage.
The C r o s s - S e c t i o n  H y p o th e se s  
A c r o s s - s e c t i o n  a n a l y s i s  o f  wage a n d  employment  
c h a n g e s  among f i r m s  i n  t h e  same i n d u s t r y ,  h o w e v e r ,  i s  a  
means o f  i s o l a t i n g  t h e  s h o r t - r u n  employment  e f f e c t s  o f  t h e  
minimum wage t h a t  a v o i d s  some o f  t h e s e  d i f f i c u l t i e s .  
E xogenous  i n f l u e n c e s  c a n  c a u s e  l a b o r  s u p p l y  and  demand t o  
move i n  a n y  d i r e c t i o n  f o r  t h e  i n d u s t r y  a s  a  w h o le ,  o r  f o r  
p a r t i c u l a r  f i r m s J  w i t h o u t  b i a s i n g  t h e  r e s u l t s ^  p r o v i d e d  t h a t  
t h e s e  c h a n g e s  a r e  u n i f o r m l y  o r  r a n d o m ly  d i s t r i b u t e d  among 
f i r m s  w i t h  r e s p e c t  t o  t h e  imposed wage i n c r e a s e s .  The 
e s s e n t i a l  a s s u m p t i o n  i n  t h e  c r o s s - s e c t i o n  s t u d y ,  t h e r e f o r e ,  
i s  t h a t  f i r m s  a r e  homogeneous e x c e p t  f o r  t h e  d i f f e r e n c e s  i n  
t h e  m e a s u r a b l e  v a r i a b l e s  o f  t h e  p r o b l e m  a nd  a  random e r r o r ,  
e . g . ,  im posed  wage c h a n g e s  and employment  c h a n g e s .  I t  i s  
i m p o r t a n t i  o f  c o u r s e ^  t o  make some e m p i r i c a l  c h e c k  o r  
ju d g em en t  on t h e  p r o b a b l e  v a l i d i t y  o f  t h i s  a s s u m p t i o n , ^
T h a t  i s i  b e f o r e  one  w age-em ploym en t  h y p o t h e s i s  c an  
be a c c e p t e d  and  a n o t h e r  r e j e c t e d ^  c o n s i d e r a t i o n  m ust  be 
g i v e n  t o  t h e  p a r t  p l a y e d  by  o n - g o i n g  employment  t r e n d s  i n  
p r o d u c i n g  t h e  o b s e r v e d  r e s u l t s .
T h i s  c r o s s - s e c t i o n a l  model  h a s  b e e n  u se d  by o t h e r s  
i n  t h e  p a s t  t o  e s t i m a t e  t h e  employment  e f f e c t s  o f  minimum 
wage i n c r e a s e s .  The m os t  s t a t i s t i c a l l y  s o p h i s t i c a t e d  o f  
t h e s e  s t u d i e s  have b e e n  c o n d u c t e d  by  P r o f e s s o r  Jo h n  M. 
P e t e r s o n ^  "Employment E f f e c t s  o f  Minimum Wagesj  19 3 8 -50 * "  
JP E . V o l . ^ 65 ( O c t o b e r ,  1 9 5 7 ) •  PP. *H 2-30 .
W hile  P r o f e s s o r  P e t e r s o n  fo u n d  a  n e g a t i v e  w age-  
employm ent  r e l a t i o n s h i p  i n  a l l  t h e  c a s e s  he s t u d i e d ,  and 
t h u s  c o n c l u d e d  t h a t  t h e  c o m p e t i t i v e  h y p o t h e s i s  had b e e n  
c o n f i r m e d ,  h i s  i n v e s t i g a t i o n  o f  t h e  i n f l u e n c e  o f  p r i o r  
employment  t r e n d s  a p p e a r s ,  a t  l e a s t  on t h e  s u r f a c e ,  t o  
have  b e e n  l e s s  t h a n  a d e q u a t e .  T h a t  i s ,  l i t t l e  i f  a n y
I f  minimum wage laws have n egative  employment e f f e c t s ,  
which i s  the com petitive  h y p o th e s is ,  then, g iven  a source o f  
i n i t i a l  v a r ia t io n  in  the wages paid ;by the firm s o f  an 
in d u stry , a c r o s s - s e c t io n  comparison w i l l  r e v e a l  an in verse  
r e la t io n  between wage in crea ses  imposed by a minimum wage 
and employment changes among these  f irm s. That i s ,  h igh -  
wage firms whose wages in crease  l i t t l e  or not at a l l  may have 
n et in crea ses  or only sm all decreases in  employment. Low- 
wage firms whose wages in crease  more w i l l  have sm aller  i n ­
creases  or la r g er  decreases in  employment. Thus a r e g re ss io n  
l in e  o f  employment changes on wage changes w i l l  have a. neg­
a t iv e  slope and w i l l  be in  the form
(% -  N0 )/N0 = a + b (W2 -  W0 )/WQ
evidence i s  presented in  h is  s tu d ie s  to  show that the c r o ss -  
s e c t io n a l  data does not conta in  a b ias  favorin g  the com p etitiv  
h yp oth es is .
The Bureau o f  Labor S t a t i s t i c s  has a lso  used t h i s  model 
in  i t s  in v e s t ig a t io n  fo r  Congress o f  the employment e f f e c t s  o f  
the minimum wage. The r e s u l t s  o f  these  s tu d ie s  have been 
published; s e e i  "E ffects  o f  a Minimum Wage in  the Cotton- 
Garment Industry, 1939-^1." U.S. Monthly Labor Review,.
Vol. 5^ (February, 19^2), pp. 318-37; H. M. Douty, "Minimum 
Wage R egulation in  the Seamless Hosiery Industry,"  SEJ,
Vol. 8 (October, 19^1)> PP» 176-90; and "Some E f fe c t s  o f  the 
$1.00 Minimum Wage in  the United S ta te s ,"  Economica N .S . ,
V ol. 27 (May, i 9 6 0 ) ,  pp. 137-^7.
These c r o s s - s e c t io n a l  s tu d ie s  have a ls o  tended to  
confirm the com petitive h y p o th es is .  However, the BLS has 
not only f a i l e d  to  present s t a t i s t i c a l  evidence o f  past  
tren d s , i t  has fa i l e d  to  employ even p r im itive  in f e r e n t ia l  
s t a t i s t i c a l  techniques so th a t  one cannot a s s e s s  the s i g n i f ­
icance o f  the observed r e s u l t s .
For fu rth er  c r i t ic i s m  o f  the BLS s tu d ie s  s e e ,  George 
Macesich and Charles T. Stewart, J r . ,  "Recent Department o f  
Labor S tudies o f  Minimum Wage E f f e c t s ,"  SEJ, Vol. 26 (A p ril ,
i 9 6 0 ) ,  pp. 2 8 1 - 9 0 .
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where  Nq and  W0 a r e  employment  and  wages b e f o r e  t h e  minimum, 
and  In'j and a r e  employment  and wages a f t e r  t h e  minimum, and' 
b ,  t h e  r e g r e s s i o n  c o e f f i c i e n t ,  i s  n e g a t i v e  a nd  d i f f e r s  s i g n i f ­
i c a n t l y  f rom  z e r o . 2
T h is  r e s u l t  w i l l  be m a n i f e s t  o n l y  i f  ( a )  e x o g en o u s  
i n f l u e n c e s  on employment  do n o t  s t r o n g l y  f a v o r  low o v e r  h i g h -  
wage f i r m s  ( t h e  c o m p e t i t i v e  c r o s s - s e c t i o n  h y p o t h e s i s  i n  , 
g e n e r a l  a ssu m es  t h a t  employment  t r e n d s  a r e  s i m i l a r  b e tw e e n  
t h e  wage g r o u p s ) }  and ( b )  i f  t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n  
o f  c a p i t a l  f o r  l a b o r  i s  n o t  much l a r g e r  f o r  h i g h  t h a n  f o r  
low-wage f i r m s  ( t h e  c o m p e t i t i v e  c r o s s - s e c t i o n  h y p o t h e s i s  i n  
g e n e r a l  a s su m e s  t h a t  t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n  i s  c o n ­
s t a n t  be tw ee n  f i r m s ) .  I f  employment  t r e n d s  f a v o r  low-wage 
f i r m s ,  and  ( o r )  t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n  i s  g r e a t e r  
i n  h ig h -w a g e  f i r m s ,  t h e  r e g r e s s i o n  c o e f f i c i e n t  would  be low, 
an d  c o u l d  be z e r o  o r  e v e n  p o s i t i v e , 3
PAn i n v e r s e  r e l a t i o n  b e tw e e n  wage and  employment  
c h a n g e s  i s  o n l y  c o n s i s t e n t  w i t h  w h a t  one w ou ld  e x p e c t  f rom  
a n  i n d u s t r y  o f  c o m p e t i t i v e  f i r m s .  T h i s  r e s u l t  would  n o t  
p ro v e  t h a t  t h e  i n d u s t r y  i s  c o m p r i s e d  o f  f i r m s  who a r e  
c o m p e t i t i v e  b u y e r s  and s e l l e r s — i t  w o u ld  n o t  be a  r i g o r o u s  
t e s t  o f  t h e  c o m p e t i t i v e  model  i t s e l f .  To t e s t  t h e  model  
one would  f i r s t  have t o  d e r i v e  t h e  p r o d u c t i o n  f u n c t i o n  and 
t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n  f o r  t h i s  i n d u s t r y .
. Howeveri  t h i s  n e e d  n o t  t r o u b l e  us s i n c e  o u r  p u r p o s e  
i s  s i m p l y  t o  t e s t  t h e  v a l i d i t y  o f  t h e  n e g a t i v e  w a g e -e m p lo y ­
ment h y p o t h e s i s  drawn f ro m  t h e  c o m p e t i t i v e  m odel
■^The c o n v e r s e  a l s o  h o l d s  t r u e .  I f  employment  t r e n d s  
f a v o r  h igh-v /age  o v e r  low-wage f i r m s ,  and  ( o r )  t h e  e l a s t i c i t y  
o f  s u b s t i t u t i o n  i s  g r e a t e r  among low-wage t h a n  h ig h -w a g e  
f i r m s i  t h e  r e g r e s s i o n  c o e f f i c i e n t  w i l l  be h i g h e r  t h a n  would 
o t h e r w i s e  be t h e  c a s e .
-Z*. 9 -
I f ,  however, minimum wage lav/s do not have negative  
employment e f f e c t s ,  which i s  the non-com petitive h y p o th es is ,  
then, g iven  a source o f  i n i t i a l  v a r ia t io n  in  the wages paid 
by firms - o f  an in d u stry , a c r o s s - s e c t io n  comparison w i l l  
r e v e a l  e i th e r  no fu n c t io n a l r e la t io n s h ip  between imposed 
wage in cr ea se s  and employment changes among these  f irm s, or, 
i f  there i s  a r e la t io n s h ip  i t  w i l l  be d ir e c t  rath er  than 
in v er se .  That i s ,  high-wage and low-wage firms w i l l  have 
s im ila r  employment changes, or, low-wage firms may have 
more favorab le  changes. A r e g r e ss io n  l in e  o f  employment 
changes w i l l  th erefore  have a s lo p e  th a t  i s  e i th e r  not 
s i g n i f i c a n t l y  d i f f e r e n t  from zero or th a t  i s  p o s i t iv e .
Again, t h i s  c r o s s - s e c t io n a l  hypothesis  assumes that  
exogenous employment in f lu e n c e s  are n eu tra l in  t h e ir  e f f e c t s .
I f  on-going trends in  employment s tr o n g ly  favor high-wage 
over low-wage firm s, a v a l id  t e s t  of t h i s  hypothesis  could
hnot be made.
The C r o s s - S e c t i o n  H y p o th e se s  f o r  t h e  L a u n d r y ,
C l e a n i n g  and D y e in g  I n d u s t r y
From 1959 to  1 9 6 6 , t o t a l  employment in  the laundry, 
c lea n in g  and dyeing industry  grew by 5 p ercen t,^  During
Because the essen ce  o f  the non-com petitive hypothesis  
i s  th a t  firms do not make negative  employment adjustments to  
imposed.'wage in c r e a s e s ,  i t  i s  not n ecessary  to  make an assump­
t io n  about in te r - f ir m  d if fe r e n c e s  in  the e l a s t i c i t y  o f  s u b s t i t ­
u tion  between c a p i ta l  and labor.
^"County Business P atterns,"  U.S. Department o f  Commerce 
(Bureau o f  Census). 1959-1966.
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t h i s  period employment in  power laundries f e l l  by 11 percent  
but 'grew by 12 percent in  the c lea n in g  and dyeing branch of  
the .industry ,^  Thus the com petitive  c r o s s - s e c t io n  minimum 
wage hypothesis  im plies th a t  low-wage power laundries' should  
have su ffered  grea ter  reductions in  employment than high-wage 
power laundries fo llo w in g  the 1967  minimum wage order, ceteri.s  
p a rib u s . In the c lean ing  and dyeing segment o f  the indu stry ,  
t h i s  hypothesis would imply that low-wage p lan ts  should not 
have expanded employment as ra p id ly  as the high-wage p lants  
fo l lo w in g  the minimum. And fo r  the laundry, c lea n in g  and 
dyeing industry  as a whole, the c r o s s - s e c t io n  im p lica t io n  o f  
the com petitive hypothesis i s  th a t  employment in  low-wage 
p la n ts  should have remained unchanged, or f a l l e n ,  or grown 
s l i g h t l y ,  w hile employment in  high-wage p lan ts  expanded a f te r  
the im position  o f  the minimum.
On the other hand, the non-com petitive c r o s s - s e c t io n  
minimum wage hypothesis  a s s e r t s  th a t  low-wage p.lants should  
have experienced s im ila r  changes in  employment, or su ffer ed  
sm aller  red u ctio n s , or enjoyed grea ter  in crea ses  than medium 
and high-wage p lants  fo llo w in g  the 1967  minimum wage order, 
c e t e r i s  p ar ib u s.
"It should be noted here th a t  the laundry, c lea n in g  and 
dyeing industry  c o n s is t s  o f  more than power laundries and 
c lea n in g  and dyeing p la n ts .  The industry  a lso  includes l in en  
supply s e r v ic e s ,  rug c lea n in g  p la n ts ,  in d u s t r ia l  la u n d ries ,  
diaper s e r v ic e s ,  hand la u n d ries , s e l f - s e r v i c e  la u n d r ies ,  and 
c lean in g  and p ress in g  shops. However, power laundries and 
cleani.ng and dyeing p lants  accounted for  70 percent o f  the 
t o t a l  workforce o f  52h , 1 9 7  in  1 9 6 6 .
CHAPTER V
procedure for the em pirical .inquiry
T h ere  a r e  s e v e r a l  p r a c t i c a l  r e q u i r e m e n t s  w h ic h  must  
"be met i f  t h e  v a l i d i t y  o f  t h e  c o m p e t i t i v e  and n o n - c o m p e t i t i v e  
c r o s s - s e c t i o n a l  minimum wage h y p o t h e s e s  a r e  t o  be e m p i r i c a l l y  
t e s t e d :
F i r s t ,  t h e  i n d u s t r y  i n  q u e s t i o n  must  have b e e n  a f f e c t e d  
by t h e  minimum wage law .  The minimum r a t e  c a n n o t  l i e  be low 
t h e  wages w h ic h  were  a c t u a l l y  p a i d  by a l l  t h e  f i r m s , I f  t h i s  
c o n d i t i o n  i s  n o t  met and t h e  minimum was n o t  e f f e c t i v e ,  t h e  
c o n c l u s i o n  i n  a  t e s t  s i t u a t i o n  would  be no e f f e c t  when i n  f a c t  
no t e s t  o f  e i t h e r  h y p o t h e s i s  had o e c u r e d .
S e c o n d ,  t h e r e  must be c r o s s - s e c t i o n a l  d a t a  a v a i l a b l e  
f o r  t h i s  i n d u s t r y  s o  t h a t  wage and employment  l e v e l s  f o r  a  
l a r g e  number  o f  employment  u n i t s  c a n  be compared b e f o r e  and 
a f t e r  t h e  imposed  wage i n c r e a s e .
T h i r d ,  t h e  d a t a  must  be a v a i l a b l e  a t  p o i n t s  i n  t im e  
s o  t h a t  t h e  p e r i o d  o f  c o m p a r i s o n  i s  n o t  l i k e l y  t o  be d o m in a te d  
by  i n f l u e n c e s  o t h e r  t h a n  t h e  minimum wage i t s e l f — a n t i c i p a t o r y  
c y c l i c a l ,  s e a s o n a l ,  and  s e c u l a r  i n f l u e n c e s  s h o u l d  be m in im iz ed  
The c r o s s - s e c t i o n  method o f  a n a l y s i s  i s  r e l e v a n t  o n l y  when 
t h e  p e r i o d  o f  c o m p a r i s o n  i s  s h o r t .  As i t  becomes l o n g e r  t h e r e  
i s  a  r a p i d l y  m o u n t in g  l i k e l i h o o d  t h a t  o t h e r  i n f l u e n c e s  w i l l
dominate employment changes.
Fourth; there must he h i s t o r i c a l  data a v a ila b le  for  
the various employment u n its  so th a t  wage r e la te d  employment 
trends can be id e n t i f i e d  and some judgement can be made as to  
th e ir  importance in  determ ining the observed r e la t io n s h ip  
between wage and'employment changes.
And f i f t h ,  i t  i s  d e s i r a b l e ,  a l t h o u g h  n o t  a b s o l u t e l y  
n e c e s s a r y ,  t h a t  employment  i n  t h e  i n d u s t r y  be m ea su re d  i n  
t h e  more p r e c i s e  t e r m s  o f  m an -h ou rs  r a t h e r  t h a n  i n  numbers  
o f  w o r k e r s .  Employment a d j u s t m e n t s  t o  a  minimum wage may 
o c c u r  i n  b o t h ,  n e i t h e r ,  o r  j u s t  one o f  t h e s e  v a r i a b l e s .
The Laundry. Cleaning and Dyeing Industry  
A ll  o f  these  requirements but the l a s t  can be r e a l iz e d  
in  an em p ir ica l study o f  the employment e f f e c t s  o f  the 1967 
minimum wage order in  the laundry, c lea n in g  and dyeing indust  
As was mentioned much e a r l i e r ,  the laundry, c lea n in g  
and dyeing indu stry  was s u b s t a n t ia l ly  a f fe c te d  by the 1967 
minimum wage order, p a r t ic u la r ly  in  the South. In mid 1 9 6 6 , 
1 3 . 6  percent o f  the t o t a l  workforce o f  5^0 »106 in  t h i s  in ­
dustry  earned l e s s  than $1 ,00  an hour and 3^,^ percent o f
1t h e  w o r k e r s  i n  t h e  S o u t h  e a r n e d  l e s s  t h a n  t h i s  am o un t .
Coun ty  B u s i n e s s  P a t t e r n s ,  a  p u b l i c a t i o n  o f  t h e  U .S .  
D e p a r tm e n t  o f  Commerce (B u rea u  o f  C e n s u s ) ,  r e p o r t s  t o t a l  p a y -
1 ." I n d u s t r y  Wage S u r v e y - L a u n d r y  and1 C l e a n i n g  S e r v i c e s
Mid 1 9 6 6 ."
r o l l  a nd  l a b o r  f o r c e  e s t i m a t e s  f o r  t h e  l a u n d r y ,  c l e a n i n g  and 
d y e i n g  i n d u s t r y  on a  c o u n ty - w i d e  and  s t a t e - w i d e  b a s i s  f o r  
t h e  f i r s t  q u a r t e r  o f  e v e r y  y e a r . ^  By a  s i m p l e  p r o c e s s  o f  
d i v i s i o n  u s i n g  t h e s e  d a t a  and da . ta  sh o w in g  t h e  a v e r a g e  
num ber  o f  h o u r s  worked by  t h e  l a u n d r y ^  c l e a n i n g  and d y e i n g  
i n d u s t r y  i n  t h e  q u a r t e r , 3 t h e  a v e r a g e  wage r a t e  o f  a n  employee  
i n  a  c o u n t y  o r  a  s t a t e  employment u n i t  c a n  be computed* S i n c e  
t h e s e  d a t a  a r e  a v a i l a b l e  f o r  a  p e r i o d  b e f o r e  and  a f t e r  t h e  
i m p o s i t i o n  o f  t h e  19^7  minimum, t h e r e  i s  a  b a s i s  f o r  c r o s s -  
s e c t i o n  c o m p a r i s o n s  o f  wage and employment  c h a n g e s  ( i n  t e r m s  
. o f  men n o t  h o u r s )  i n  h i g h ,  medium, and  low-wage employment  
u n i t s .  These  u n i t s  c a n  be e i t h e r  c o u n ty - w i d e  o r  s t a t e - w i d e .  
The d a t a  f rom  C o un ty  B u s i n e s s  P a t t e r n s  p e r t a i n  t o  t h e  
f i r s t  q u a r t e r  o f  e v e r y  y e a r .  T h e r e  i s  no r e a s o n  t h e r e f o r e  t o  
b e l i e v e  t h a t  t h e  d a t a  f o r  two y e a r s  s h o u l d  be u n e q u a l l y  a f f ­
e c t e d  by  s e a s o n a l  f a c t o r s .  Because  t h e  F a i r  L abo r  S t a n d a r d s  
A c t  was n o t  amended u n t i l  A u g us t  o f  1966  and t h e r e  i s  d a t a
p
These  e s t i m a t e s  a r e  a  s t a t i s t i c a l  b y p r o d u c t  d e r i v e d  
f ro m  employment  and p a y r o l l  i n f o r m a t i o n  r e p o r t e d  on T r e a s u r y  
Form 9^1» E m p lo y e rs  Q u a r t e r l y  F e d e r a l  Tax R e t u r n .  Thus t h e  
e s t i m a t e s  t h e o r e t i c a l l y  i n c l u d e  a l l  w o r k e r s  who a r e  c o v e r e d  
by  t h e  F e d e r a l  I n s u r a n c e  C o n t r i b u t i o n s  A c t  ( S o c i a l  S e c u r i t y ) .  
I n  t h e  l a u n d r y j  c l e a n i n g  and  d y e i n g  i n d u s t r y  t h i s  i s  n e a r l y  
100 p e r c e n t  o f  t h e  w o r k f o r c e .
^ E s t i m a t e s  o f  t h e  a v e r a g e  h o u r s  w orked  p e r  q u a r t e r  i n  
t h i s  i n d u s t r y  c a n  be o b t a i n e d  f ro m  "Employment and E a r n i n g s  
a nd  M onth ly  R e p o r t  on t h e  L abor  F o r c e , "  U. S .  D e p a r tm e n t  o f  
L a b o r  ( B I S ) . However,  t h e s e  e s t i m a t e s  a r e  f o r  t h e  i n d u s t r y  
a s  a  whole  and  c a n n o t  be o b t a i n e d  on a  s t a t e - w i d e  o r  c o u n t y -  
w ide  b a s i s .  Thus h o u r s  worked  c a n n o t  be c o n s i d e r e d  a  v a r i a b l e
f o r  t h e  f i r s t  q u a r t e r  o f  t h a t  y e a r ,  t h e  i n i t i a l  s u r v e y  p e r i o d  
s h o u ld  n o t  i n c l u d e  an y  a n t i c i p a t o r y  e f f e c t s .  S in c e  t h e  Law 
d i d  n o t  become e f f e c t i v e  u n t i l  F e b r u a r y  1 ,  19^7* and t h e r e  
a r e  d a t a  on em ploym ent f o r  March 15"bh, 1967 , t h e  t im e  p e r i o d  
s h o u ld  be s h o r t  enough t o  m in im ize  ex o g en o u s  i n f l u e n c e s  on 
em p loym en t.  T h is  i s  i m p o r t a n t  s i n c e  i n  t h e  1 966-67  p e r i o d  
th e  U. S .  economy was e x p e r i e n c i n g  a  r a p i d  r a t e  o f  g ro w th  i n  
t o t a l  demand and  i n  p r i c e s  so  t h a t  t h e  m odes t  i n c r e a s e  i n  
r e a l  wages r e q u i r e d  by t h e  minimum c o u ld  so o n  have  b e en  o f f ­
s e t .
W hile  c h o o s in g  a  v e r y  s h o r t  i n t e r v a l  b e tw e e n  t h e  e f f e c t ­
i v e  d a t e  o f  t h e  minimum wage and  t h e  f i n a l  s u r v e y  p e r i o d  m in­
im iz e s  th e  i n f l u e n c e  o f  ex o geno us  econom ic  f a c t o r s  on i n d u s t r y  
em ploym en t, i t  c a n n o t  i n s u r e  t h a t  t h e  em ploym ent c h a n g e s  t h a t  
d i d  o c c u r  among th e  em ploym ent u n i t s  b e tw ee n  March 1 5 t h ,  1966 
and  March 1 5 t h ,  1967, w ere  th e  r e s u l t  o f  t h e  im posed  wage i n ­
c r e a s e  r a t h e r  t h a n  o n - g o in g  wage r e l a t e d  t r e n d s .  However, 
b e c a u s e  C ounty  B u s in e s s  P a t t e r n s  i s  a v a i l a b l e  f o r  a  num ber o f  
y e a r s  i n  t h e  p a s t ,  em ploym ent t r e n d s  f o r  t h e  v a r i o u s  h ig h ,  
medium, and  low-wage em ploym ent u n i t s  c a n  be i d e n t i f i e d  and 
some ju d g em en t c an  be made a s  t o  t h e i r  im p o r ta n c e  i n  c o n t r i b -
b u t  s e r v e  o n ly  t o  t r a n s f o r m '  q u a r t e r l y  e a r n i n g s  i n  t h e  v a r i o u s  
em ploym ent u n i t s  i n t o  a v e r a g e  h o u r l y  e a r n i n g s .
“55“
u t i n g  t o  t h e  o b s e r v e d  p a t t e r n  o f  em ploym ent c h a n g e s  i n  t h e  
s u r v e y  period.**'
W ith  t h i s  i n f o r m a t i o n  i n  h a n d j  v/e a r e  now r e a d y  t o  
p r o c e e d  w i t h  a n  e m p i r i c a l  t e s t  o f  t h e  c o m p e t i t i v e  and  n o n ­
c o m p e t i t i v e  c r o s s - s e c t i o n  minimum wage h y p o t h e s e s ,  V/e w i l l  
u se  l i n e a r  r e g r e s s i o n  a n a l y s i s  and  a n a l y s i s  o f  wage r e l a t e d  
em ploym ent t r e n d s  f i r s t  t o  s t u d y  t h e  r e l a t i o n s h i p  ( i f  a n y )  
b e tw e e n  wage and  em ploym ent ch an g e s  i n  t h e  l a u n d r y ,  c l e a n i n g  
and  d y e in g  i n d u s t r y  a s  a  w h o le ,  i n  pow er l a u n d r i e s ,  and  i n  
c l e a n i n g  and  d y e in g  p l a n t s  on a  s t a t e - w i d e  b a s i s  f o r  th e  
p e r i o d  March 1 5 th i  1966  t o  March 1 5 t h ,  19^7# V/e w i l l  n e x t  
d i r e c t  o u r  a t t e n t i o n  t o  t h e  S o u th  w here  wage and  em ploym ent 
c h a n g e s  i n  t h e  i n d u s t r y ,  i n  power l a u n d r i e s ,  and  i n  c l e a n i n g  
an d  d y e in g  p l a n t s  w i l l  be com pared  on a  c o u n ty - w id e  b a s i s  f o r  
t h e  same p e r i o d .
^ C om parab le  em ploym ent d a t a  i s  a v a i l a b l e  i n  C ou n ty  
B u s in e s s  P a t t e r n s  f o r  t h e  y e a r s  1959» 1 9 ^ 2 , 196^ J 1 9 6 5 , 1 9 6 6 , 
an d  1 9 6 7 . T h is  means t h a t  a  t im e  s e r i e s  r e g r e s s i o n  t o  r e v e a l  
d i f f e r e n t i a l  em ploym ent t r e n d s  w ou ld  have j u s t  f i v e  o b s e r v a t i o n s  
an d  t h r e e  d e g r e e s  o f  f re e d o m  f o r  d e t e r m i n i n g  a t  v a l u e ,  w h ich  
i s  n o t  v e r y  s a t i s f a c t o r y .  T h e r e f o r e ,  r e a l i z i n g  t h e  r i s k s  
i n v o l v e d ,  we w i l l  u se  compound g ro w th  r a t e s  f ro m  1959  t o  
1 9 6 6 , and from  196^  t o  19&6 t o  c h e c k  on t h e  e x i s t a n c e  o f  
s u c h  t r e n d s ,  A " l o n g - r u n "  and a  " s h o r t - r u n "  p e r i o d  a r e  
u se d  b e c a u se  t h i s  a v o id s  some o f  t h e  e r r o r  t h a t  i s  i n v o lv e d  
when "en d  p o i n t s "  a r e  u se d  f o r  p r e d i c t i o n .
CHAPTER VI
FINDINGS AND ANALYSIS
.Case I  -  The L au n d ry ,  C lean ing ; and  Dyeing; 
I n d u s t r y  -  F o r ty -N in e  S t a t e s  i
A n a ly s i s  o f  Wage and Employment Changes
I n  th e  f i r s t  q u a r t e r  o f  1 9 6 6 , 6 5 ,6 6 8  l a u n d r y ,  c l e a n i n g
and d y e in g  w o rk e rs  i n  e i g h t  s t a t e s  e a r n e d  an  a v e r a g e  wage o f
§ 1 ,2 0  a n  h o u r ,  2 6 6 ,8 5 2  w o rk e rs  i n  t w e n t y - n i n e  s t a t e s  e a r n e d
an  a v e r a g e  wage o f  § 1 .5 0  an  h o u r ,  and 2 1 3 ,8 9 7  w o rk e rs  i n
,  o
tw e lv e  s t a t e s  e a r n e d  an  .a v e ra g e  o f  § 1 .9 2  an  h o u r . '  One y e a r  
l a t e r ,  one and  o n e - h a l f  m onths a f t e r  t h e  e f f e c t i v e  d a te  o f  
t h e  minimum wage o r d e r ,  t h e  wages o f  t h e  f i r s t  gi/oup had 
r i s e n  by 15 p e r c e n t  t o  t l .3 8  an  h o u r ,  t h e  se c o n d  g r o u p 's  
wages had  i n c r e a s e d  by 8 p e r c e n t  t o  | 1 ,62  an  h o u r ,  and th e  
l a s t  g r o u p 's  wages w ere  up 6 . 2 5  p e r c e n t  t o  $2,0-6. an  h o u r .
*
Data fo r  Maryland in  196? was not a v a i la b le .
2These wage groupings, w hile a r b itra r y ,  w i l l  exp ed ite  
the a n a ly s i s ,
3
Data obtained from the "1 9 6 3  Census o f  B usiness, 
S e le c te d  S erv ices  Area S t a t i s t i c s , ” U.S. Department o f  
Commerce (Bureau o f  Census) shows th a t  the r a t io  o f  t o t a l  
wages to  t o t a l  r e c e ip t s  in  the laundry, c lea n in g  and dyeing  
industry  (reg a rd less  o f  the wage ra te )  i s  on average , h l , 
Thus these  wage in crea ses  represent a 6 . 1 5  percen t, a 3.28  
p ercen t, and a 2 . 5 6 .percent increase in  t o t a l  c o s ts  re sp ec­
t i v e l y  i f  employment went unchanged.
-5 6
A c o m p a r is o n  o f  employment- c h a n g e s  b e tw ee n  t h e s e  two 
p e r i o d s  r e v e a l s  t h a t  low-wage s t a t e s  h a d - l e s s  f a v o r a b l e ' 
c h a n g e s  t h a n  h ig h -w a g e  s t a t e s , . a l t h o u g h  medium-wage s t a t e s  
had  t h e  m ost f a v o r a b l e  c h a n g e s ,  The a c t u a l  c h a n g e s  (f ro m : 
low t o  h ig h -w ag e  s t a t e s )  w eres  - . 5 3  p e r c e n t ,  1 .8 0  p e r c e n t ,  
and  1 ,0 7  p e r c e n t .  A h . a n a l y s i s  o f  t h e  c h a n g e s  i n  th e  . f o r t y -  
n in e  s e p a r a t e  s t a t e s  g i v e s  a  r e g r e s s i o n  c o e f f i c i e n t  o f  
- .2 5 1  (S ’D = ,1 2 6 )  and. a  c o e f f i c i e n t  o f  d e t e r m i n a t i o n  (R^) 
o f  .0 7 8 .  The t  r a t i o ,  i s  -1 ,9 9 8 ? .  t h i s  i n d i c a t e s  a  s i g n i f i c a n t  
n e g a t i v e  l i n e a r  r e l a t i o n s h i p  b e tw ee n  wage a n d  em ploym ent 
c h a n g e s  a t  t h e  ,0 5  l e v e l  when a z t e s t  i s  used- ( Z = ’ - 1 , 9 6 ) ,  
b u t  do es  n o t  q u i te ,  do so  -when a t  t e s t  i s  u s e d  ( t t Qr-(~!-5 ) = 
- 2 . 0 2 ) y
A nalysis  o f Wage Related Employment Trends
Over t h e  s e v e n  y e a r  p e r i o d  fro m  1959 t o  1 9 6 6 , low , 
medium, and' h ig h -w a g e  s t a t e s  a l i k e  e x p an d e d  t h e i r  em ploym ent i n  
t h e  l a u n d r y i  c l e a n i n g  and  d y e in g  i n d u s t r y .  The a v e r a g e  a n n u a l  
p e r c e n t a g e  r a t e s  o f  i n c r e a s e  were .7  p e r c e n t ,  .5  p e r c e n t ,  and 
. 9  p e r c e n t  r e s p e c t i v e l y .
D u r in g  th e  two y e a r  p e r i o d  i m m e d ia te ly  p r i o r  t o  th e  
minimum ( 19o f  t o  i 9 6 0 ) ,  g ro w th  i n  em ploym ent was more r a p i d .
The a v e ra g e  a n n u a l  p e r c e n t a g e  r a t e  o f  i n c r e a s e  was 2 , 3 6  p e r c e n t
f o r  .low-wage s t a t e s ,  2*72 p e r c e n t  f o r  medium-wage s t a t e s ,  and 
2,*1-0 p e r c e n t  f o r  h ig h -w ag e  s t a t e s .  As h as  b e e n  shown- a b o v e ,  
t h e  r a t e s  o f  change  f o r  t h e s e  g ro u p s  t h e  f o l l o w i n g  y e a r  ( 1966 -  
1 96? )  w e re  “ .'53 p e r c e n t ,  1 , 8 0  p e r c e n t ,  and 1 , 0 7  p e r c e n t  
r e s p e c t i v e l y ,  The d i f f e r e n c e  i n  t h e s e  a n n u a l  r a t e s  i s  t h e n  
■-2,-89 p e r c e n t  f o r  t h e  .low'-wage s t a t e s ,  - . 9 2  p e r c e n t  f o r  t h e  
medium-wage s t a t e s ,  and  -1 * 3 3  p e r c e n t  f o r  th e  h ig h -w ag e  s t a t e s .
T h e r e f o r e ,  i t  w ould  a p p e a r  t h a t  o n - g o in g  t r e n d s  i n  
em ploym ent i n  t h i s i i n d u s t r y  c a n  n e i t h e r  a c c o u n t  f o r  t h e  
i n v e r s e  r e l a t i o n s h i p  b e tw e e n  wage and  em ploym ent ch an g e s  
o b s e r v e d  i n  t h e  c r o s s - s e c t i o n  s t u d y  n o r  t h e  a b s o l u t e  f a l l  
i n  em ploym ent i n  t h e  low-wage s t a t e s .
Case I I  -  Power L a u n d r ie s  -  F o r ty - N in e  S t a t e s  
A n a l y s i s  o f  Wage and Employment Changes
I n  t h e  f i r s t  q u a r t e r  o f  1 9 6 6 , *4-2,077 pow er l a u n d r y  
w o rk e r s  i n  t e n  s t a t e s  e a r n e d  an  a v e r a g e  wage o f  $ 1 , 1 6  an  
h o u r ,  53»5^0 w o rk e r s  i n  t w e n t y - s i x  s t a t e s  e a r n e d  # 1 , 5 0  an  
h o u r j  and  7 0 j? 8 0  w o rk e rs  i n  t h i r t e e n  s t a t e s  e a r n e d  # 1 ,8 5  an  
h o u r .  I n  March o f  19&?* a f t e r  th e  minimum wage was im p o se d , 
t h e  f i r s t  g r o u p ’ s wages had  r i s e n  1 2 ,9 3  p e r c e n t  t o  $1 ,3 1  a n  
h o u r j  t h e  s e c o n d  g ro u p  was e a r n i n g  6 , 6 7  p e r c e n t  more o r  $ 1 .6 0  
a n  h o u r ;  and  t h e  l a s t  g r o u p ’ s  wages had  r i s e n  by  6 , k 9 p e r c e n t  
t o  $ 1 ,9 7  a n  h o u r , 5
^The r a t i o  o f  t o t a l  wages t o  t o t a l  r e c e i p t s  i n  pow er 
l a u n d r i e s  ( a g a i n ,  r e g a r d l e s s  o f  t h e  wage r a t e )  i s  on a v e r a g e
-59 -
A c o m p a r is o n  o f  em ploym ent ch an g e s  h e tw e e n  1966 and 
1967  shows t h a t  power l a u n d r i e s  i n  low-wage s t a t e s  had  l e s s  
f a v o r a b l e  em ploym ent c h a n g e s  t h a n  power l a u n d r i e s  i n  h i g h -  
wage s t a t e s ,  a l t h o u g h ,  a g a in *  medium-wage s t a t e s  had th e  
m ost f a v o r a b l e  changes..  The a c t u a l  c h a n g e s  i n  em ploym ent 
( f ro m  low t o  h ig h -w ag e  s t a t e s )  w e re : ,- 6 . 3 9  p e r c e n t ,  - 1 .9 2  
p e r c e n t ,  and  - 3 . 0 4  p e r c e n t ,  An a n a l y s i s  o f  th e  c h a n g e s  i n  
th e  f o r t y - n i n e  s e p a r a t e  s t a t e s  g i v e n  a  r e g r e s s i o n  c o e f f i c i e n t  
o f  - . 6 4 8  (S^ = .1 1 4 )  and an  R^ 0f  e4 o 6 . The t  r a t i o  o f  
- 5 .6 7 2  5 -n d ic a te s  a  h i g h l y  s i g n i f i c a n t  n e g a t i v e  l i n e a r  r e l a ­
t i o n s h i p  b e tw e e n  wage and  em ploym ent ch an g e s  ( t  q]_(4'5) -  
- 2 . 6 9 0 ) .
A n a l y s i s  o f  Wage R e la t e d  Employment T rend s
I n  t h e  p e r i o d  from  1959 t o  1 9 6 6 , low , medium, and 
h ig h -w a g e  s t a t e s  a l i k e  e x p e r i e n c e d  a  d e c l i n e  i n  power l a u n d r y  
em ploym en t. T h is  d e c l i n e  was m ost s e v e r e  i n  t h e  low-wage 
s t a t e s .  -The a v e r a g e  a n n u a l  p e r c e n t a g e  r a t e  o f  d e c r e a s e  f o r  
low-wage s t a t e s  was - 2 , 3  p e r c e n t ;  t h i s  com pared  w i t h  - 1 .1  
p e r c e n t  f o r  medium-wage s t a t e ' s  and  - 1 . 5  p e r c e n t  f o r  h i g h -  
wage s t a t e s .
Betw een 1964 and 1 9 6 6 , t h e  p i c t u r e  was q u i t e  d i f f e r e n t .  
The a v e r a g e  a n n u a l  p e r c e n t a g e  r a t e  o f  change  i n  pow er l a u n d r y  
em ploym ent i n  low-wage s t a t e s  was - 1 . 2 5  p e r c e n t ,  f o r  m edium -,
.5 1 .  Thus t h e s e  wage i n c r e a s e s  w ould  r e p r e s e n t  a ' 6 .5 9  p e r c e n t ,  
a  3 .4 0  p e r c e n t ,  and a  3*31 p e r c e n t  i n c r e a s e  i n  t o t a l  c o s t s  
r e s p e c t i v e l y  i f  em ploym ent w ent u n c h a n g e d .
wage s t a t e s  i t  was . 2 9  p e r c e n t s  and f o r  h ig h -w ag e  s t a t e s  i t  
was “ 2 .1 8  p e r c e n t .  B etw een 1966  and  1 9 6 7 , when t h e  minimum 
wage; became e f f e c t i v e ; th e  r a t e s  w ere  “ 6 . 3 9  p e r c e n t ,  - I *92 
p e r c e n t j  and  - 3 . 0 ^  p e r c e n t  r e s p e c t i v e l y .  The d i f f e r e n c e  i n  
t h e s e  a n n u a l  p e r c e n t a g e  r a t e s  ( 196^*66  and  1966 - 6 7 ) i s  
•then. “ 5 *1^  p e r c e n t  f o r  low-wage s t a t e s ;  - 2 .2 1  p e r c e n t  f o r  
medium-wage s t a t e s ,  and  - . 8 6  p e r c e n t  f o r  h ig h -w a g e  s t a t e s .
Thus i f  t h e r e  i s  a n y  b i a s  i n  t h e  d a t a  u se d  i n  t h e  
c r o s s - s e c t i o n  s t u d y ,  i t  i s  s l i g h t .  T h ere  i s  c e r t a i n l y  n o t h i n  
i n  t h e  em ploym ent h i s t o r y  o f  t h e s e  wage g ro u p s  w h ic h  c o u ld  
a c c o u n t  f o r  t h e  s h a r p  r e d u c t i o n  o f  em ploym ent i n  t h e  lo w - 
wage g ro u p  i n  t h e  1966  t o  1 9 6 ? p e r i o d ,  o r  t h e  m arked d i f f ­
e r e n c e  i n  em ploym ent e x p e r i e n c e  b e tw ee n  t h e  g ro u p s  i n  t h i s  
p e r i o d .
Case I I I  -  C le a n in g  and  D ye in g  P l a n t s  -  
F o r t y - E i g h t  S t a t e s  6
A n a l y s i s  o f  Wage and Em ploym ent Changes
I n  March o f  1966 , ^ 2 ,1 3 ^  c l e a n i n g  and  d y e in g  w o rk e r s  
i n  tw e lv e  s t a t e s  e a r n e d  an  a v e r a g e  wage o f  $ 1 ,1 4  a n  h o u r ,
1 1 3 , 7^  w o rk e r s  i n  t w e n t y - e i g h t  s t a t e s  r e c e i v e d  a n  a v e r a g e  
wage o f  # 1 .^ 6  a n  h o u r ;  and  6 5 ,8 0 5  w o rk e rs  i n  e i g h t  s t a t e s  
w ere  p a id  a n  a v e r a g e  wage o f  $ 1 .8 5  an  h o u r .  I n  March o f  
1 9 6 7 , t h e  f i r s t  g ro u p * s  w ages had  r i s e n  by  1 2 .2 8  p e r c e n t
^ D a ta  f o r  A la s k a  i n  1967  was n o t  a v a i l a b l e .
t o  # 1 .2 8  an  h o u r ,  t h e  s e c o n d  g r o u p ' s ■wages w ere  up 7 .5 3  
p e r c e n t  t o  $ 1 . 5 7 -an h o u r ,  and  t h e  l a s t  g r o u p ' s  wages had 
i n c r e a s e d  by 5*95  p e r c e n t  t o  $ 1 . 9 6  an  h o u r . ?
A c o m p a r is o n  o f  em ploym ent c h a n g e s  b e tw e e n  t h e s e  
‘ two p e r i o d s  r e v e a l s  t h a t  low-wage s t a t e s  had  l e s s  f a v o r a b l e  
c h a n g e s  t h a n  h ig h -w a g e  s t a t e s ,  and  t h a t  medium-wage s t a t e s  
had  t h e  m ost f a v o r a b l e  c h a n g e s .  T hese  c h a n g e s  ( f ro m  low t o  
h ig h -w a g e  s t a t e s )  w ere  i . 9 0  p e r c e n t ,  1.4-1 p e r c e n t ,  and  1 .2 8  
p e r c e n t .  An a n a l y s i s  o f  t h e  ch an g e s  i n  th e  f o r t y - e i g h t  
• s e p a r a te  s t a t e s  g i v e s  a  low r e g r e s s i o n  c o e f f i c i e n t  o f  - .1 6 2  
(S ’0 = ,1 8 0 )  and  an  R2 o f  j u s t  . 0 1 7 .  The t  r a t i o  o f  - . 9 0 0  
i n d i c a t e s  t h a t  t h e r e  i s  no s i g n i f i c a n t  n e g a t i v e  l i n e a r  
r e l a t i o n s h i p  b e tw e e n  wage and  em ploym ent c h a n g e s  h e re  
( • t . 1 0 ^ 5 )  = - 1 . 6 8 ) .
A n a l y s i s  o f  Wage R e la t e d  Employment T ren d s
Betw een 1959 and 1 9 6 6 , low , medium, an d  h ig h -w ag e  
s t a t e s  saw an  e x p a n s io n  o f  em ploym ent i n  c l e a n i n g  and  d y e in g  
p l a n t s .  T h ere  w a s ,  h o w e v e r ,  some d i f f e r e n c e  i n  t h e  i n d i v i d ­
u a l  r a t e s  o f  g ro w th .  The a v e r a g e  a n n u a l  p e r c e n t a g e  r a t e s  
o f  i n c r e a s e  we r e  2.4- p e r c e n t ,  1 .3  p e r c e n t ,  an d  1 .7  p e r c e n t
o
'T he r a t i o  o f  t o t a l  wages t o  t o t a l  r e c e i p t s  i n  c l e a n i n g  
and  d y e in g  p l a n t s  a t  a l l  wage l e v e l s  a v e r a g e s  , 4 l  ( a s  i n  th e  
i n d u s t r y  a s  a  w h o l e ) .  Thus t h e s e  wage i n c r e a s e s  w ould  r e p r e s e n t  
a  5 . 0 3  p e r c e n t ,  a  3*08 p e r c e n t ,  and  a  2.4-3 p e r c e n t  i n c r e a s e  
i n  t o t a l  c o s t s  r e s p e c t i v e l y  i f  em ploym ent w e n t  u n c h a n g e d .
- 6 2 -
r e s p e c t i v e l y .
The t r e n d  f a v o r i n g  low-wage s t a t e s  a l s o  p r e v a i l e d  i n  
t h e  1964 t o  1966  p e r i o d .  The a v e r a g e  a n n u fM ^ p e rc e n ta g e  r a t e  
o f  i n c r e a s e  i n  c l e a n i n g  and d y e in g  p l a n t  em ploym ent was 4 . 7 4  
p e r c e n t  i n  low-wage s t a t e s ,  f o r  medium-wage s t a t e s  i t  was 
3 . 8 9  p e r c e n t ,  and  f o r  h ig h -w a g e  s t a t e s  i t  was 2„75  p e r c e n t .  
B etw een 1966  and  1 9 6 7 , t h e  r a t e s  o f  i n c r e a s e  f o r  t h e s e  g ro u p s  
f e l l  t o  . 9 0  p e r c e n t ,  l , 4 l  p e r c e n t ,  and  1 .2 8  p e r c e n t  r e s p e c ­
t i v e l y .  The d i f f e r e n c e  i n  t h e s e  a n n u a l  r a t e s  i s  t h e n  - 3 . 8 4  
p e r c e n t  f o r  low-wage s t a t e s ,  - 2 .4 8  p e r c e n t  f o r  medium-wage 
s t a t e s ,  and  - 1 . 4 ?  p e r c e n t  f o r  h ig h -w ag e  s t a t e s .
Prom t h i s  a n a l y s i s  i t  a p p e a r s  t h a t  t h e  em ploym ent d a t a  
u se d  i n  th e  c r o s s - s e c t i o n  s t u d y  was b i a s e d  a g a i n s t  th e  
c o m p e t i t i v e  minimum wage h y p o t h e s i s .  T ren d s  b o t h  i n  th e  
s h o r t  and  l o n g - r u n  p e r i o d s  f a v o r e d  low -w age s t a t e s  o v e r  
medium and h ig h -w ag e  s t a t e s .  Thus w h i l e  t h e  r e g r e s s i o n  
c o e f f i c i e n t  d id  n o t  d i f f e r  s i g n i f i c a n t l y  f rom  z e r o  i n  t h i s  
c a s e ,  i t  may w e l l  have  i n  t h e  a b se n c e  o f  t h e s e  b i a s i n g  t r e n d s ,
Ca s e  IV -  The L a u n d ry ,  C le a n in g  and  D y e in g  I n d u s t r y  -  
T h re e  H undred and  F i f t y - S i x  C o u n t ie s  8
A n a l y s i s  o f  Wage and Employm ent Changes
I n  March o f  1966* l 6 , 4 l 6  l a u n d r y ,  c l e a n i n g  and d y e in g  
w o rk e r s  i n  one h u n d re d  and s i x t e e n  s o u t h e r n  c o u n t i e s  e a r n e d
O
T hese  c o u n t i e s  w ere  l o c a t e d  i n  f i f t e e n  s o u t h e r n  s t a t e s .  
The s t a t e s  i n c l u d e d  i n  th e  S o u th  were* A labam a, A r k a n s a s ,  
D e le w a re ,  F l o r i d a ,  G e o r g ia ,  K e n tu c k y ,  L o u i s i a n a ,  M i s s i s s i p p i ,  
N o r th  C a r o l i n a j  Oklahom a, S o u th  C a r o l i n a ,  T e n n e sse e  T e x a s ,
an  a v e r a g e  wage o f  $*99 a n  h o u r ,  6 4 ,0 8 1  w o rk e r s  i n  one 
h u n d re d  and  s i x t y - f o u r  c o u n t i e s  r e c e i v e d  an  a v e r a g e  wage 
o f  $ 1 .2 ?  an  h o u r ,  and  ? 0 ,3 5 3  w o rk e rs  i n  s e v e n t y - s i x  c o u n t i e s  
e a r n e d  an  a v e r a g e  wage o f  $1*53 an  hour*  I n  March o f  1967 , 
t h e  w o rk e rs  i n  t h e  f i r s t  g ro u p  w ere  e a r n i n g  19*19 p e r c e n t  
more o r  $1*18 a n  h o u r ,  t h e  se c o n d  g r o u p 's  w ages w ere  up 
1 1 .8 1  p e r c e n t  t o  $1,4-2 a n  h o u r ,  and  t h e  l a s t  g ro u p  was 
e a r n i n g  7*84- p e r c e n t  more a t  $ 1 .6 5  an  h o u r , 9
A c o m p a r is o n  o f  em ploym ent c h a n g e s  b e tw e e n  t h e s e  two 
p e r i o d s  r e v e a l s  t h a t  low-wage c o u n t i e s  had l e s s  f a v o r a b l e  
c h a n g e s  t h a n  medium-wage c o u n t i e s  w h ic h  i n  t u r n  had l e s s  
f a v o r a b l e  c h a n g e s  t h a n  h ig h -w ag e  c o u n t i e s *  The a c t u a l  
c h a n g e s  w ere  - 3 .2 1  p e r c e n t ,  .0 4  p e r c e n t ,  and  4 .0 2  p e r c e n t  
r e s p e c t i v e l y ,  An a n a l y s i s  o f  t h e  c h a n g e s  i n  t h e  t h r e e  
h u n d re d  and  f i f t y - s i x  s e p a r a t e  c o u n t i e s  g iv e s  a  r e g r e s s i o n  
c o e f f i c i e n t  o f  - . 4 1 8  (S-^ = .0 7 0 )  and an  R^ o f  ,0 9 2 .  The t  
r a t i o  o f  -5*978  i n d i c a t e s  a  h i g h l y  s i g n i f i c a n t  n e g a t i v e  
l i n e a r  r e l a t i o n s h i p  be tw een  wage and  em ploym ent c h an g e s  
( t , o i ( 3 0 0 )  = - 2 . 5 9 ) .
A n a l y s i s  o f  Wage R e la t e d  Em ploym ent T ren d s
H i s t o r i c a l  em ploym ent d a t a  e x t e n d i n g  b a c k  t o  1959 on
V i r g i n i a ,  and W est V i r g i n i a .
O
7U sing  a  r a t i o  o f  w ages t o  t o t a l  c o s t  o f  .4 1 ,  t h e s e  
wage i n c r e a s e s  w ou ld  r e p r e s e n t  a  7*86 p e r c e n t ,  a  4 .8 4  p e r c e n t ,  
and  a  3*21 p e r c e n t  i n c r e a s e  i n  t o t a l  c o s t s  r e s p e c t i v e l y  i f  
em ploym ent w en t u n c h an g e d .
- 6 4 -
a c o u n ty -w id e  b a s i s  i s  n o t  c o m p le te j  p a r t i c u l a r l y  f o r  lo w - 
wage c o u n t i e s *  However, t h e r e  i s  h i s t o r i c a l  d a t a  f o r  2*4-8 
o u t  o f  th e  356 c o u n t i e s  u se d  i n  th e  c r o s s - s e c t i o n  s t u d y .
An a n a l y s i s  o f  t h e  em ploym ent l e v e l s  i n  t h e s e  c o u n t i e s  
r e v e a l s  t h a t  b e tw e e n  1959  and  1 9 6 6 , t h e  a v e r a g e  a n n u a l  p e r c e n ­
t a g e  r a t e  o f  change  i n  em ploym ent was - . 2  p e r c e n t  f o r  low - 
wage c o u n t i e s ,  ,8  p e r c e n t  f o r  medium-wage c o u n t i e s ,  and 1 ,7  
p e r c e n t  f o r  h ig h -w ag e  c o u n t i e s .
Between 1964 and 1 9 6 6 , t h e  a v e r a g e  a n n u a l  r a t e  o f  
g ro w th  i n  l a u n d r y ,  c l e a n i n g  and d y e in g  i n d u s t r y  em ploym ent 
i n  low-wage c o u n t i e s  was 1 ,8 6  p e r c e n t ,  f o r  medium-wage co un ­
t i e s  i t  v/as 2 .4 6  p e r c e n t ,  and  f o r  h ig h -w a g e  c o u n t i e s  i t  was 
3 .0 9  p e r c e n t .  B etw een  March o f  1966 and  March o f  19&7, t h e  
r a t e s  o f  change  i n  em ploym ent f o r  t h e s e  g ro u p s  w ere  -3*21  
p e r c e n t ,  .0*4- p e r c e n t ,  and 4 .0 2  p e r c e n t  r e s p e c t i v e l y .  The 
d i f f e r e n c e  i n  t h e s e  a n n u a l  r a t e s  (1 9 6 4 -6 6  and 1966 - 6 7 ) i s  
t h e n  - 5 t 0 7  p e r c e n t  f o r  t h e  low-wage c o u n t i e s ,  - 2 . 4 2  p e r c e n t  
f o r  t h e  medium-wage c o u n t i e s ,  and  .92  p e r c e n t  f o r  t h e  h i g h -  
wage c o u n t i e s .
. Thus w h i l e  em ploym ent t r e n d s  b o t h  o v e r  t h e  lo n g  and 
s h o r t - r u n  p e r i o d s  f a v o r e d  t h e  c o m p e t i t i v e  c r o s s - s e c t i o n  h y p o th ­
e s i s ,  t h e  i n t e n s i t y  and  d i r e c t i o n  o f  t h e s e  t r e n d s  c l e a r l y  do 
n o t  a c c o u n t  f o r  t h e  v e r y  d i f f e r e n t  em ploym ent e x p e r i e n c e  o f  
low , medium, and  h ig h -w ag e  c o u n t i e s  i n  t h e  1966  t o  1967  p e r i o d ,  
o r  th e  a b s o l u t e  d e c l i n e  i n  em ploym ent i n  b o th  low and  medium- 
wage c o u n t i e s .
- 6 5 -
Case  V -  Power L a u n d r ie s  -  E ig h ty - T h r e e  S o u th e r n  C o u n t i e s ^
A n a ly s i s  o f  Wage and  Employment Changes
I n  t h e  f i r s t  q u a r t e r  o f  1 9 6 6 , 4 ,6 8 0  power l a u n d r y
w o rk e rs  i n  tw e.n ty_s.ou ther.n  c o u n t i e s  e a r n e d  an  a v e r a g e  wage........
o f  | . 9 9  an  h o u r ,  19»192  v /o rk e rs  i n  f o r t y - t h r e e  c o u n t i e s  
e a r n e d  an  a v e ra g e  o f  $ 1 .2 5  an  h o u r ,  and  1 0 ,4 4 4  w o rk e r s  i n  
tw e n ty  c o u n t i e s  had  a v e ra g e  h o u r l y  e a r n i n g s  o f  One
y e a r  l a t e r  t h e  w o rk e r s  i n  t h e  f i r s t  g ro u p  w ere e a r n i n g  
1 4 .1 4  p e r c e n t  more o r  $1*13 h o u r ,  t h e  se c o n d  g r o u p ’s 
•wages had  r i s e n  "by 1 2 ,0 0  p e r c e n t  t o  $ 1 .4 0  an  h o u r ,  and  t h e  
t h i r d  g r o u p ’s wages had  i n c r e a s e d  by 2 . 5 5  p e r c e n t  t o  $ 1 . 6 l  
a n  h o u r . l i
A c o m p a r is o n  o f  em ploym ent c h a n g e s  b e tw ee n  t h e s e  two 
p e r i o d s  shows t h a t  low-wage c o u n t i e s  had  l e s s  f a v o r a b l e  c h a n g e s  
t h a n  medium-wage c o u n t i e s  and  t h e y  l e s s  f a v o r a b l e  ch an g e s  
t h a n  h ig h -w ag e  c o u n t i e s .  T hese ch an g e s  w ere  - 1 2 .5 2  p e r c e n t ,  
- 4 . 4 8  p e r c e n t ,  arid 2 .0 6  p e r c e n t  r e s p e c t i v e l y ,  An a n a l y s i s  
o f  t h e  change  i n  t h e  e i g h t y - t h r e e  s e p a r a t e  c o u n t i e s  g i v e s  a  
r e g r e s s i o n  c o e f f i c i e n t  o f  - . 6 0 7  (S-j-, = .1 3 1 )  and an  o f  
.2 1 0 .  The t  r a t i o  o f  - 4 .6 3 4  i n d i c a t e s  a  h i g h l y  s i g n i f i c a n t
^ S e p a r a t e  d a t a  f o r  power l a u n d r i e s  an d  c l e a n i n g  and 
d y e in g  p l a n t s  i s  n o t  a v a i l a b l e  f o r  many o f  t h e  s m a l l e r  c o u n t i e s .
1 1 U sing  a  r a t i o  o f  wages t o  t o t a l  c o s t s  o f  . 5 1 * t h e s e  
wage i n c r e a s e s  w ould  r e p r e s e n t  a  7 .2 1  p e r c e n t ,  a  6 ,1 2  p e r c e n t ,  
and  a  1 .3 0  p e r c e n t  i n c r e a s e  i n  t o t a l  c o s t s  r e s p e c t i v e l y  i f  
em ploym ent w en t  u n c h a n g e d .
n e g a t i v e  l i n e a r  r e l a t i o n s h i p  be tw een  wage and em ploym ent 
c h a n g e s  ( t #Q i(8 0 )  = “ 2 * 6 4 ) .
A n a l y s i s  o f  Wage R e la t e d  Employment T re n d s
I n  th e  p e r i o d  f r o m - 1959 t o  1 9 6 6 , low , m edium ,and h igh -.
wage c o u n t i e s  a l i k e -  e x p e r i e n c e d  a  d e c l i n e  o f  em ploym ent i n  
■ /  12
-.power l a u n d r i e s .  The a v e r a g e  a n n u a l  p e r c e n t a g e  r a t e s  o f  
d e c r e a s e  w ere  - 1 , 9  p e r c e n t ,  - 2 , 1 . p e r c e n t , and  - . 6  p e r c e n t  
r e s p e c t i v e l y .
Betw een 1964 and 1 9 6 6 , t h e  a v e r a g e  a n n u a l  r a t e  o f  
d e c r e a s e  i n  power l a u n d r y  em ploym ent i n  low-wage c o u n t i e s  
was - 2 . 4 6  p e r c e n t ,  i n  medium-wage c o u n t i e s  i t  was - 1 . 0? 
p e r c e n t ,  and  i n  h ig h -w a g e  c o u n t i e s  i t  was - 1 . 0 5  p e r c e n t .
From March o f  1966 t o  - March o f  1 967 , t h e  r a t e s  o f  change  i n  
em ploym ent f o r  t h e s e  g ro u p s  w ere  - 1 2 .5 2  p e r c e n t ,  - 4 . 4 8  p e r c e n t  
and  2 .0 6  p e r c e n t  r e s p e c t i v e l y .  The d i f f e r e n c e  i n  t h e s e  
a n n u a l  r a t e s  i s  t h e n  - 1 0 .1 2  p e r c e n t  f o r  t h e  low-wage c o u n t i e s ,  
- 3 .4 1  p e r c e n t  f o r  t h e  medium-wage c o u n t i e s , ,  and 3*11 p e r c e n t  
f o r  th e  h ig h -w ag e  c o u n t i e s .
T h e r e f o r e ,  a l t h o u g h  th e  em ploym ent d a t a  u se d  i n  t h e  
c r o s s - s e c t i o n  s t u d y  may have c o n t a i n e d  some e le m e n t  o f  b i a s  
f a v o r i n g  th e  c o m p e t i t i v e  h y p o t h e s i s ,  o n - g o in g  t r e n d s  i n  em ploy
12 H i s t o r i c a l  d a t a  was a v a i l a b l e  f o r  o n ly  s e v e n t y -  
e i g h t  o u t  o f  th e  e i g h t y - t h r e e  c o u n t i e s  u se d  i n  t h e  c r o s s -  
s e c t i o n  s t u d y .
m ent c l e a r l y  c a n n o t  a c c o u n t  f o r  t h e  d r a m a t i c  f a l l  i n  em ploy ­
m ent i n  19^7 i n  low-wage and  medium-wage c o u n t i e s ,  o r  th e  
m arked d i f f e r e n c e  i n  em ploym ent e x p e r i e n c e  b e tw ee n  t h e s e  wage 
g ro u p s  i n  t h i s  p e r i o d .
Case VI -  C le a n in g  and D y e in g  P l a n t s  -  
One Hundred and  S e v e n ty - F iv e  S o u t h e r n  C o u n t ie s
A n a l y s i s  o f  Wage and Employm ent Changes
I n  March o f  1966 , 9»338 c l e a n i n g  and  d y e in g  w o rk e r s
i n  f i f t y - t w o  s o u t h e r n  c o u n t i e s  e a r n e d  an  a v e r a g e  wage o f
$ 1 .0 2  a n  h o u r ,  2 6 ,5 8 5  w o rk e r s  i n  e i g h t y - s i x  c o u n t i e s  w ere
e a r n i n g  an  a v e r a g e  wage o f  '$1*25 a n  h o u r ,  and  1 8 ,5 1 6  w o rk e r s
i n  t h i r t y - s e v e n  c o u n t i e s  w ere  e a r n i n g  a n  a v e r a g e  wage o f
$ 1 .5 3  a n  h o u r .  I n  March o f  1 967 , wages f o r  t h e  f i r s t  g ro u p
had  r i s e n  by  1 6 .6 7  p e r c e n t  t o  $1 .1 9  a n  h o u r ,  wages f o r  t h e
s e c o n d  g ro u p  w ere  up 9»60  p e r c e n t  t o  $ 1 .3 7  a n  h o u r ,  and  f o r
t h e  l a s t  g ro u p  t h e y  w ere  up by 5*88 p e r c e n t  t o  $1 , 62*^3
A c o m p a r is o n  o f  em ploym ent c h a n g e s  b e tw e e n  t h e s e  two
p e r i o d s  r e v e a l s  t h a t  low -w age c o u n t i e s  had  l e s s  f a v o r a b l e
c h a n g e s  t h a n  medium-wage c o u n t i e s  and  t h a t  t h e y  i n  t u r n  had
l e s s  f a v o r a b l e  c h a n g e s  t h a n  h ig h -w ag e  c o u n t i e s .  The a c t u a l
c h a n g e s  w ere  - 1 . ^ 9  p e r c e n t ,  2 .^ 5  p e r c e n t ,  and  3«30  p e r c e n t
r e s p e c t i v e l y .  An a n a l y s i s  o f  th e  c h a n g e s  i n  t h e  one h u n d re d
* ^ U sin g  a  r a t i o  o f  wages t o  t o t a l  c o s t  o f  . ^ 1 ,  t h e s e  
wage i n c r e a s e s  w ould  r e p r e s e n t  a  6 .8 3  p e r c e n t ,  a  3*93 p e r c e n t ,  
and  a  2 ,4 1  p e r c e n t  i n c r e a s e  i n  t o t a l  c o s t s  r e s p e c t i v e l y  i f  
em ploym ent w en t  u n c h a n g e d .
68'-
and s e v e n t y - f i v e  s e p a r a t e  c o u n t i e s  g i v e s  a  h ig h ,  r e g r e s s i o n  
c o e f f i c i e n t  o f  - . 7 1 7  (S^ -  .1 2 2 )  and  a n  R^ o f  * l 6 ?» The t  
r a t i o  o f  -5* 882  i n d i c a t e s  a  h i g h l y  s i g n i f i c a n t  n e g a t i v e  l i n e a r  
r e l a t i o n s h i p  b e tw e e n  wage and em ploym ent c h a n g e s  ( x #q ^ ( 1 5 0 ) = 
- 2 . 6 l ) .
A n a l y s i s  o f  Wage R e la t e d  Employment T ren d s
I n  t h e  s e v e n  y e a r  p e r i o d  from  1959 t o  1 9 & 6 ,- lo w , 
medium, and  h ig h -w a g e  s o u t h e r n  c o u n t i e s  e x p an d e d  em ploym ent 
i n  c l e a n i n g  and  d y e in g  p l a n t s  The a v e r a g e  a n n u a l  p e r c e n ­
t a g e  r a t e s  o f  i n c r e a s e  w ere  3*1 p e r c e n t ,  1 . 3  p e r c e n t ,  a n d .
4 . 3  p e r c e n t  r e s p e c t i v e l y .
Betw een 1964 and 1 9 6 6 , t h e  a v e ra g e  a n n u a l  r a t e  o f  
i n c r e a s e  i n  c l e a n i n g  and  d y e in g  p l a n t  em ploym ent i n  low-wage 
c o u n t i e s  was 3 .8 4  p e r c e n t ,  f o r  medium-wage c o u n t i e s  i t  was 
3 , 9 5  p e r c e n t ,  and  f o r  h ig h -w ag e  c o u n t i e s  i t  was 6 .0 9  p e r c e n t .  
Prom March o f  1966  t o  March o f  19^7* t h e  r a t e s  o f  ch ange  i n  
em ploym ent f o r  t h e s e  g ro u p s  w ere  - 1 , 4 9  p e r c e n t ,  2 .4 5  p e r c e n t ,  
and  3*30 p e r c e n t  r e s p e c t i v e l y .  The d i f f e r e n c e  i n  t h e s e  a n n ­
u a l  r a t e s  i s  t h e n  - 5*33  p e r c e n t  f o r  low-wage c o u n t i e s ,  - 1 .5 0  
p e r c e n t  f o r  medium-wage c o u n t i e s ,  and  - 2 .7 9  p e r c e n t  f o r  h i g h -  
wage c o u n t i e s .
.A g a in ,  w h i l e '  o n - g o in g  t r e n d s  i n  em ploym ent c o u ld  a c c o u n t
^ H i s t o r i c a l  d a t a  was a v a i l a b l e  o n ly  f o r  one h u n d re d  
-a n d  f i f t y - e i g h t  o u t  o f  t h e  one h u n d re d  and s e v e n t y - f i v e  
c o u n t i e s  u se d  i n  t h e  c r o s s - s e c t i o n  s t u d y .
f o r  some o f  th e  o b s e r v e d  i n v e r s e  r e l a t i o n s h i p  b e tw ee n  wage 
and  em ploym ent c h a n g e s  i n  s o u t h e r n  c l e a n i n g  and  d y e in g  p l a n t  
f o r  t h e  p e r i o d  March 19^6 t o  March 19^7» t h e s e  t r e n d s  do n o t  
seem  t o  e x p l a i n  th e  a b s o l u t e  r e d u c t i o n  i n  em ploym ent i n  low - 
wage c o u n t i e s  o r  t h e i r  v e r y  d i f f e r e n t  em ploym ent e x p e r i e n c e  
from  t h a t  o f  t h e  o t h e r  wage g ro u p s  i n  t h i s  p e r i o d .
T a b le s  1 t h r o u g h  5 p r e s e n t  th e  r e s u l t s  o f  th e  c r o s s -  
s e c t i o n  and  em ploym ent t r e n d  a n a l y s e s  f o r  t h e s e  s i x  minimum 
wage c a s e s ,
TABLE i
WAGE AND EMPLOYMENT CHANGES IN STATES BY WAGE GROUPS, i 966- 6?
March 1966
Average Hourly Earnings ,No. o f 
S ta te s






to  March 196?
•No* o f !No'. o f
Workers Earnings Workers
Laundries, Cleaning and Dyeing (49 S ta tes)
Below $1*30 (AV. $1.20) 8 65, 1m
$i*30-$1.69 (AV. $1 . 50) 29 244,852













Power Laundries (49 S ta te s )
Below $1.30 (AV. $1.16) 10
$1.3 0 -$ l .69 (AV. $1.50) 26












*  6 .4 9
-  6.39
-  1.92
-  3 .0 4
Cleaning and Dyeing (48 S ta te s )
Below $1.30 (AV. $1.14) 12 42,134
$1.30-$1 . 69 (AV. $1.46) 28 113,744














WAGE AND EMPLOYMENT CHANGES IN SOUTHERN COUNTIES 
BY WAGE GROUPS, 1966-6? ...................
March 1966
Average Hourly Earnings No. o f No. of 
Counties Workers
March 196?
Average Hourly No. o f 
Earnings Workers
Percentage Change 
to  March 196?
No. of 
Earnings Workers
Latindrles. Gleaning and Dyeing (Southern Region -  356 Counties)
Below $1.11 (AV. $ .99) 116 16,146 $1.18 15,628 + 19.19 ~ 3.21
$ l . i l - $ 1 .3 9  (AV. $1.27) 164 64,081 1.42 64,10? + 11.81 *4 .04
Above $1.39 (AV. $1.53) ?6 70,353 1.65 73,178 + 7.84 4.02
Power Laundries (Southern Region -  83 Counties)
Below $1.11 (AV. $ .99) 20 4,680 1.13 4,094 4- 14.14 - 12.52
$1.11-$1.39 (AV. $1.25) 43 19.192 1.40 18,333 4- 12.00 -  4.48
Above $1.39 (AV. $1.57) 20 10,444 1.61 10,659 + 2.55 + 2.06
Cleaning and Dyeing (Southern Region -• 175 Counties)
Below $1.11 (AV. $1.02) 52 9,338 1.19 9,199 4- 16.67 ■» 1.49
$1.11-$1.39 (AV. $1.25) 86 26,585 1.37 27,236 4 9.60 ❖ 2.45
Above $1.39 (AV. $1.53) 37 18,516 1.62 19,12? ♦ 5*88 4* 3®30
TABLE 3
REGRESSION EQUATIONS OF WAGE AND EMPLOYMENT 
CHANGES IN STATES AND IN SOUTHERN 
COUNTIES, 1966-67 -
Constant S t a t i s t i c s
Equation Terra C oeffic ien t R t
1-Laundries, .Cleaning
and Dyeing #
(49 Observations) 2.313 -.251 .0?8 -1.998
2-Power Laundries
(49 Observations) I .258 - .648 .406 -5*672
3-Cleaning and Dyeing 
Plants
(48 Observations) 1.502 - .162 .017 -  *900
4-Laundries, Cleaning
and Dysi^g
(356 Observations) 5*688 -.418 .092 -5*978
5-Power Laundries
(83 Observations) 1.884 - .607 *210 -4.634**
6-Cleaning and Dyeing 
PX^n ŝ
(175 Observations) 10.268 -«7 i?  *167 -5*882**
$
s ig n i f ic a n t  a t  th e  .05 le v e l
** s ig n i f ic a n t  a t  the  .01 le v e l
TABLE 4
AVERAGE ANNUAL PERCENTAGE RATES OF CHANGE IN EMPLOYMENT IN 
STATES FOR THE PERIODS 1959 TO 1966, 1964 TO 1966,
AND 1966 TO 1967 BY WAGE GROUPS ...
Laundries, Cleaning & Dyeing Power Laundries Cleaning & Dyeing
Low-Wage Msdium-Wage High-Wage Low-Wage Medium-Wage High-Wage Low-Wage Mediuia-Wage High-Wage
8 S ta te s  29 S ta te s  12 S ta te s  10 S ta te s  26 S ta te s  13 S ta te s  12 S ta te s  28 S ta te s  8 S ta tes
1959
to




1966 2,36 2.72 2.40 - 1.25 .29 -2 .18  4.74 3.89 2.75
%1966
to
1967 - 5 3 1.80 1.07 -6 .39 4 .9 2 -3 .04 .90 1.41 1.28
( 3 l -
(2) -2 .8 9 -.9 2 -1 .33  -5-14 -2.21 -  .86 -3*84 -2.48 -1.47
i
TABLE 5
AVERAGE ANNUAL PERCENTAGE RATES OF CHANGE IN EMPLOYMENT IN 
SOUTHERN COUNTIES FOR THE PERIODS 1959 TO 1966,
196** TO 1966, AND 1966 TO 1967 BY WAGE GROUPS
Laundries, Cleaning & Dyeing Power Laundries Cleaning & Dyeing
Low-Wage Medium-Wage High-Wage Low-Wage Medium-Wage High-Wage Low-Wage Medium-Wage High-Wage












1967 -3»2i .04 4.02 - 12.52  -4 .48  2.06 -1 .49  2.45 3*30
m
(3) -




SUMMARY AND CONCLUSIONS 
Summary o f  F in d in g s  
An a n a l y s i s  o f  c r o s s - s e c t i o n a l  d a t a  from  th e  l a u n d r y ,  
c l e a n i n g  and  d y e in g  i n d u s t r y  and  i t s  two m a jo r  b r a n c h e s  h as  
r e v e a l e d  t h a t  em ploym ent c h a n g e s  f o l l o w i n g  t h e  1 96? minimum 
wage o r d e r  w ere  g e n e r a l l y  i n v e r s e l y  r e l a t e d  t o  wage i n c r e a s e s  
im posed  by  t h e  minimum9 T h is  was t r u e  when em ploym ent u n i t s  
w ere  g ro u p e d  a c c o r d i n g  t o  wage l e v e l s  o r  a n a ly z e d  s e p a r a t e l y ,  
b o th  n a t i o n a l l y  and  w i t h i n  th e  S ou th#
I n  f o u r  o f  t h e  s i x  c a s e s  s t u d i e d  ( a l l  f a c e t s  o f  t h e  
i n d u s t r y  i n  t h e  S o u th  and pow er l a u n d r i e s  n a t i o n a l l y )  t h e  
o b s e r v e d  n e g a t i v e  l i n e a r  r e l a t i o n s h i p  b e tw e e n  wage and 
em ploym ent c h a n g e s  among t h e  s e p a r a t e  em ploym ent u n i t s  was 
s i g n i f i c a n t  a t  t h e  .0 1  l e v e l .  W hile  some e v id e n c e  was fo u n d  
w h ic h  i n d i c a t e s  t h a t  i n  t h r e e  o u t  o f  f o u r  o f  t h e s e  c a s e s  lo w - 
wage em ploym ent u n i t s  had  h i s t o r i c a l l y  e n jo y e d  l e s s  f a v o r a b l e  
em ploym ent c h a n g e s  t h a n  one o r  b o th  o f  th e  o t h e r  wage g r o u p s ,  
t h e s e  d i f f e r e n t i a l s  w ere  s l i g h t  and  c a n n o t  e x p l a i n  t h e  m arked 
r e d u c t i o n  i n  em ploym ent i n  th e  low -w age u n i t s  o r  t h e  v e r y  
d i f f e r e n t  em ploym ent e x p e r i e n c e  o f  lo w , medium, and  h ig h -w a g e  
em ploym ent u n i t s  i n  th e  1966  t o  1 9 6 ? p e r i o d .
I n  one o f  t h e  c a s e s  s t u d i e d  ( t h e  i n d u s t r y  a s  a  w hole
-7 5 -
on a  n a t i o n - w i d e  b a s i s )  t h e  o b s e r v e d  n e g a t i v e  l i n e a r  r e l a t i o n ­
s h i p  b e tw e e n  wage and  em ploym ent c h a n g e s  was j u s t  s i g n i f i c a n t  
a t  t h e  ,0 5  l e v e l  u s i n g  a  Z t e s t .  No e v id e n c e  c o u ld  be fo und  
h e r e  t o  i n d i c a t e  t h a t  wage r e l a t e d  em ploym ent t r e n d s  had 
b i a s e d  t h e  c r o s s - s e c t i o n a l  d a t a  i n  an y  d i r e c t i o n .
And f i n a l l y ,  i n  one c a s e  ( c l e a n i n g  and d y e in g  p l a n t s  
on a  n a t i o n - w i d e  b a s i s )  t h e r e  was no s i g n i f i c a n t  n e g a t i v e  
l i n e a r  r e l a t i o n s h i p  b e tw ee n  wage and  em ploym ent c h a n g e s  e v e n  
a t  t h e  .1 0  l e v e l .  However, f u r t h e r  a n a l y s i s  h e re  r e v e a l e d  
t h a t  em ploym ent t r e n d s  had  f a v o r e d  low -w age s t a t e s  o v e r  medium- 
wage and h ig h -w a g e  s t a t e s .  The c r o s s - s e c t i o n a l  d a t a  t h e n  l i k e l y  
con ta5 .ned  some e le m e n t  o f  b i a s  a g a i n s t  a  n e g a t i v e  'w ag e -em p lo y ­
ment r e l a t i o n s h i p  and  f a v o r i n g  one t h a t  was p o s i t i v e .
C o n c lu s io n s
E m p i r i c a l  e v id e n c e  o f  minimum wage e x p e r i e n c e  i n  t h e  
l a u n d r y ;  c l e a n i n g  and  d y e in g  i n d u s t r y  i s ,  t h e r e f o r e ,  i n c o n s i s t e n  
w i t h  t h e  h y p o t h e s i s  t h a t  f i r m s  e i t h e r  m a i n t a i n  o r  ex p an d  t h e i r  
em ploym ent when c o n f r o n t e d  w i t h  e x t e r n a l l y  im posed  wage i n ­
c r e a s e s .  R a t h e r ,  t h e  e v id e n c e  s t r o n g l y  s u g g e s t s  t h a t  f i r m s  i n  
t h i s  i n d u s t r y  r e s p o n d e d  t o  t h e  minimum wage i n c r e a s e  i n  t h e  
m anner p r e d i c t e d  by  c o m p e t i t i v e  t h e o r y ?  t h e y  im m e d ia te ly  r e d u c e d  
t h e i r  demand f o r  l a b o r  and r e d u c e d  i t  more t h e  g r e a t e r  was t h e  
r e q u i r e d  wage i n c r e a s e . - 1-
The r e s u l t s  o f  t h e  c r o s s - s e c t i o n  s t u d y  i n  t h e  l a u n d r y ,  
c l e a n i n g  and  d y e in g  i n d u s t r y  a r e  c o n s i s t e n t  w i t h  P r o f e s s o r  Jo h n  
M. P e t e r s o n ’ s  f i n d i n g s  on t h e  em ploym ent e f f e c t s  o f  t h e  3.950
-77*"
The i m p l i c a t i o n  o f  t h i s  f i n d i n g  i s  t h a t  i n  e l i m i n a t i n g  
low -w ages i n  t h e  l a u n d r y ,  c l e a n i n g  and d y e in g  i n d u s t r y ,  t h e  
1967  FLSAwage o r d e r  a l s o  e l i m i n a t e d  a  c o n s i d e r a b l e  am ount o f  
em p loy m en t.  And t h e  unem ploym ent o b s e r v e d  h e r e  was s im p ly  t h e  
v e r y  s h o r t - r u n  e f f e c t  o f  t h e  minimum w ag e . Had more t im e  b e e n  
a l lo w e d  f o r  a d ju s tm e n t s  i n  th e  p r o d u c t i o n  p r o c e s s ,  i t  i s  p r o b ­
a b l e — i f  c o m p e t i t i v e  wage t h e o r y  c o n t i n u e s  t o  have p r e d i c t i v e  
v a l i d i t y — t h a t  f u r t h e r  em ploym ent r e d u c t i o n s  would be n o t e d .  
The r i s e  i n  t h e  p r i c e  o f  l a b o r  r e l a t i v e  t o  t h a t  o f  c a p i t a l  
w ould  p rom ote  a  s u b s t i t u t i o n  o f  c a p i t a l  f o r  l a b o r
Thus t o  t h e  e x t e n t  t h a t  one i s  w i l l i n g  t o  a c c e p t  th e  
e m p i r i c a l  e v id e n c e  p r e s e n t e d  i n  t h i s  s t u d y  a s  c o n f i r m in g  th e
minimum wage i n c r e a s e  i n  S o u th e r n  s a w m i l l i n g ,  t h e  men’ s  c o t t o n  
g a rm e n t  i n d u s t r y ,  and  t h e  s e a m le s s  h o s i e r y  i n d u s t r y .  I n  t h e s e  
i n d u s t r i e s ,  P e t e r s o n  fo u n d  an  i n v e r s e  r e l a t i o n  b e tw ee n  wage arid 
em ploym ent c h a n g e s  when p l a n t s  w ere  g ro u p e d  by wage l e v e l  and  
i n  c o r r e l a t i o n s  o f  d a t a  f o r  i n d i v i d u a l  p l a n t s .  The r e g r e s s i o n  
c o e f f i c i e n t s  w ere  - . 3 3 1  ( r  -  - . 1 9 6 , s i g n i f i c a n t  a t  t h e  .01  
l e v e l ) ;  - . 1 1 5  ( r  = - . 2 9 5 , n o t  q u i t e  s i g n i f i c a n t  a t  t h e  .05  
l e v e l ) ;  and  - . 25^  ( r  -- - .^ -7 6 , s i g n i f i c a n t  a t  t h e  ,01  l e v e l )  
r e s p e c t i v e l y ,
2The s u b s t i t u t i o n  i m p l i c a t i o n s  o f  t h e  c o m p e t i t i v e  wage 
m odel have r e c e i v e d  some i n d u c t i v e  v e r i f i c a t i o n .
I n  t h e i r  s t u d y  o f  P u e r t o  R ic a n  econom ic  d e v e lo p m e n t ,  
L lo y d  G. R e y n o ld s  and P e t e r  G re g o ry  fo u n d  t h a t  th e  minimum wage 
s t i m u l a t e d  f i r m s  i n  t h e  m a n u f a c tu r in g  s e c t o r  o f  t h i s  economy 
t o  im prove  m a n a g e r i a l  e f f i c i e n c y  ( o f t e n  by im p o r t i n g  more 
s k i l l e d  m an ag ers  from  t h e  m a in la n d )  and  t o  i n t r o d u c e  l a b o r -  
s a v i n g  m a c h in e ry .
To d e te r m in e  th e  a c t u a l  em ploym ent f o r e g o n e  b e c a u s e  o f  
t h e  minimum, R e y n o ld s  and G re g o ry  f i r s t  s t a t i s t i c a l l y  d e r i v e d  
t h e  l a b o r  demand e l a s t i c i t y  i n  t h e  m a n u f a c t u r in g  s e c t o r .
T hrough  r e g r e s s i o n  a n a l y s i s  o f  c r o s s - s e c t i o n a l  d a t a  (w ag es , 
em ploym en t, and  v a lu e  a d d e d )  f o r  two s e p a r a t e  p e r i o d s  (19^9  
t o  195^» and  195^ t o  1958) and by  a s su m in g  t h a t  t h e y  w ere
~ ? 8 ”
c o m p e t i t i v e  h y p o t h e s i s j  one m igh t c o n c lu d e  t h a t  th e  19&7 
minimum wage o r d e r  i n  t h e  l a u n d r y ,  c l e a n i n g  and  d y e in g  i n ­
d u s t r y  a g g r a v a t e d  t h e  p ro b le m  o f  low income and  p o v e r t y .  Our 
s k e p t i c i s m  p r o h i b i t s  us  f ro m  m aking  s u c h  a  c l a im i  h o w ev er i  
and  .we r e s t  o u r  c a s e  w i t h  t h e  a s s e r t i o n  t h a t  t h e  i m p o s i t i o n  
o f  t h e  minimum wage i n  t h i s  i n d u s t r y  d i d  n o t  r e s u l t  i n  an  
im m ed ia te  and  d i r e c t  r e d u c t i o n  i n  p o v e r t y  w h ic h  i s  p r e d i c t e d  
by t h e  v a r i o u s  n o n - c o m p e t i t i v e  wage m odels and  w h ich  i s  i n ­
t e n d e d  by th e  F a i r  L ab o r  S t a n d a r d s  A c t .  We c o n c lu d e ,  t h e r e f o r e ,  
t h a t  FLSA f a i l e d  t o  r e a l i z e  i t s  o b j e c t i v e  i n  t h e  l a u n d r y ,  
c l e a n i n g  and  d y e in g  i n d u s t r y .
d e a l i n g  w i t h  a  p r o d u c t i o n  f u n c t i o n  homogeneous i n  t h e  f i r s t -  
.d e g re e i  R e y n o ld s  and G re g o ry  foun d  t h i s  e l a s t i c i t y  t o  be 
a p p r o x i m a t e ly  one ( t h e  r e g r e s s i o n  c o e f f i c i e n t  was - 1 .1 3 7 5  
(3-5 -  . 1 3 1 ) i n  t h e  f i r s t  p e r i o d  and  f o r  t h e  s e c o n d  p e r i o d  
i t  was - . 9 3 9  (Sb = . 2 0 8 1 ) ) .  T h is  means t h a t  an  im posed  wage 
i n c r e a s e ,  i n  t h e  P u e r t o  R ic a n  i n d u s t r i a l  s e c t o r  c o u ld  be 
" e x p e c te d  t o  be a s s o c i a t e d  w i t h  a n  a p p r o x i m a t e ly  e q u a l  
p r o p o r t i o n a t e  ch an ge  i n  em ploym ent i n  t h e  r e v e r s e  d i r e c t i o n  
w i t h  th e  wage b i l l  r e m a in in g  r o u g h l y  c o n s t a n t . "  Thus t h e y  
- c o n c lu d e  t h a t  a s  a  r e s u l t  o f  t h e  minimum' wage t h e r e  was an  
" e s t i m a t e d  l o s s  o f  a b o u t  9 , 0 0 0  jo b s  b e tw e e n  19*1-9 and  195^ ,  
and o f  2 9 J 000 jo b s  b e tw ee n  195^- and 1 9 5 8 ."  Wages P r o d u c t i v i t y  
and I n d u s t r i a l i z a t i o n  i n  P u e r to  R i c o . C h a p te r .  3 .
D av id  E . Kaun, w o rk in g  w i t h  t h e  m a n u f a c t u r in g  s e c t o r  
o f  t h i s  c o u n t r y ,  o b t a i n e d  r e s u l t s  s i m i l a r  t o  t h o s e  o f  R e y n o ld s  
and G re g o ry .  He fo u n d  t h a t  a s  t h e  r e s u l t  o f  minimum wage i n ­
c r e a s e s  , i n d u s t r i e s  s u b s t i t u t e d  non-w age i n p u t s  f o r  l a b o r  i n  
t h e  p r o d u c t i o n  p r o c e s s .  T h is  s u b s t i t u t i o n  was m ost m arked i n  
low-wage i n d u s t r i e s .  T here  was " a  p o s i t i v e  r e l a t i o n s h i p  
b e tw ee n  t h e  im p a c t  o f  th e  minimum wage ( a s  m ea su re d  by t h e  
l e v e l  o f  a v e r a g e  w ages a t  t h e  s t a r t  o f  t h e  p e r i o d )  and  th e  
r e l a t i v e  r e d u c t i o n  i n  wage i n p u t s  i n  v a lu e  a d d e d . "  "Minimum 
W ages, F a c t o r  S u b s t i t u t i o n  and t h e  M a rg in a l  P r o d u c e r . "
Q u a r t e r l y  J o u r n a l  o f  E c o n o m ic s ! V o l .  79 (A u g u s t ,  1 9 8 5 ) ,
p .  ¥ 8 3 .
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